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NEW CHARTER FOR TRUSTEESHIP 


DEFENDING AS WELL AS CONSERVING PROPERTY 


EN this gloomy period of de- 
pression and violent destruction 
of values shall have passed away 
—as it inevitably must and will 
the record of protection and stability 
maintained by corporate trusteeship will 
stand forth in clear light and with vigor- 
ous affirmation. It is not only during the 
past two and a half years of speculative 
disillusionment that trust service has been 
subjected to tests far more severe than 
any negotiated since trust companies first 
came into existence more than a hundred 
years ago. It was in the resistance to 
temptations and the avoidance of hazards 
attending the previous years of inflated 
prosperity, that responsible trust com- 
pany management demonstrated its best 
qualities. To say that scars have not been 
inflicted; that errors of judgment and sub- 
version have not been committed, is to 
claim an absurdity in view of the chaotic 
play of economic circumstances. The 
prime fact remains, however, that of all 
types of financial management, none has 
come through this ordeal with colors so 
faithfully and firmly held aloft, as that of 
corporate administration of property, 
estates and trusts. 

These past years of speculative adven- 
ture and collapse are not without grave 
and solemn lessons for all good and true 
men engaged in the performance of trust 
duties. It becomes necessary to detach 
trust work, both in its individual and 


corporate phases, from its mechanical 
framework in order to perceive the picture 
in its broader and more illuminating con- 
trasts. The greatest challenge of the 
times is that trust companies and banks 
as stewards of billions of trust and estate 
funds, may no longer content themselves 
with a passive attitude as conservators. 
They are called upon to assume the first 
line of defense in the protection of prop- 
erty against vicious attack, punitive 
taxes, political animosity and class preju- 
dice. ‘The weapons are ready at their 
hands, namely to project the protective 
instrumentalities of trusteeship into 
broader social and economic channels; a 
willingness to assume and to courageously 
discharge greater responsibilities than in 
the past. Only to the extent that the 
institution of trust service is capable of 
submerging instincts of immediate gain 
to the finer impulses of service, will it 
prosper and keep step with the new order 
that is bound to emerge from the present 
debacle. 

This is, indeed, a time charged with 
inspiration and magnificent opportunity 
for all conscientious and far-sighted men 
who have made trust service their life 
work. New economic, social and political 
alignments lie at wait in the offing. Greed, 
corruption, unscrupulous competition and 
all the basely conceived contrivances for 
speculative profits must yield to higher 
motives or our civilization will go back- 
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ward. It is for trust company leadership 
to recognize that trust business cannot 
remain static or acquiescent in the midst 
of this struggle for improved social and 
economic adjustments. 

Despite the admirable record preserved 
by trust companies and banks as fidu- 
ciaries, they are confronted with the duty 
of self-examination and appraising their 
tasks both subjectively and with a search- 
ing eye for the future. Subjectively, in 
the sense that the machinery of trust serv- 
ice is susceptible to great improvement 
and enlightened expansion. Trust work 
must be so simplified in economical and 
efficient operation, in accounting methods, 
and in legal formulae, that its benefits can 
be handed on to millions of our people 
who stand today in greatest need of 
fiduciary protection. The appeal for such 
refuge of safety has never been greater 
or more widespread than at this moment. 
It comes from the rich and men of mod- 
erate means who have suffered severe 
shrinkage of estate and investments. It 
comes from the multitude who grope for 
refuge against the dangers and sacrifices 
engendered by depression, loss of income 
and unemployment. 

The trust company or trust officer who 
looks upon trust service as something 
static, hide-bound by technique and legal 
straight-jackets, is destined to fall out of 
step. In its essence trusteeship has en- 
dured for ages as fundamental to human 
relations of equity and acquisition of 
property. Notwithstanding the great 
advances made in adapting trust instru- 
ments to individual, corporate and finan- 
cial needs, they are capable of unlimited 
expansion into new fields. The demand 
today is greater than ever for agencies 
which assure composite judgment, endur- 
ing corporate existence and expert quali- 
ties in handling property and investments. 
These attributes are vouchsafed by cor- 
porate fiduciary service. But the next 
step must be to refine trust administration 
in such manner as to make it available 
and within reach of the man of small prop- 
erty and the man who wants to safeguard 
his earnings for the future and for his 
family. Here and there are trust com- 
pany managements zealously laboring on 
these problems by means of composite 
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funds for trust investments, plans for cre- 

ation and protection of estates, the intro- 

duction of life insurance trusts, new types 

of living trust arrangements and other 

fiduciary devices that lend broader and 

nobler stature to modern trusteeship. 
oo 


GREATER SAFEGUARDS FOR 
TRUST SERVICE 


HERE can be no doubt that the 
experiences of the past few years 
will lead to greater segregation of 
trust business, free from every other type 
of investment, financial or speculative 
activity. Unless present signs are mis- 
leading the prediction is justified that the 
exercise of trust functions will be more 
and more committed to _ institutions 
which confine themselves to fiduciary 
service. The discriminating man who 
seeks the best management for his estate 
or the carrying out of his wishes by trust 
agreement, will obviously give preference 
to trust companies or trust departments 
that transact their trust business without 
entangling alliances and free from all 
speculative or even banking hazard. 
Another important lesson has been 
emphasized by developments in the bank- 
ing and trust company fields. Bank man- 
agements have been taught that they 
cannot successfully carry on trust depart- 
ments as sidelines and without proper per- 
sonnel and equipment. The fact is that 
trust powers have been too freely granted 
by state as well as federal supervisory 
authorities. Too many banks today have 
trust powers which are not employed with 
due diligence, ability or conception of 
responsibilities involved. In this connec- 
tion it is comforting to notice that the 
state banking departments as well as the 
Comptroller of the Currency are exercis- 
ing far greater restraint in passing upon 
applications of banks for trust powers. 
Likewise the banking authorities in a 
number of states are considering legisla- 
tion which will prevent the misuse of the 
title “trust company” where banks are 
neither qualified to do trust business or 
have any intention of actively engaging 
in such responsibility. It would be wise 
for corporate fiduciary organizations to give 
active support to such movement. 
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HOW HAS TRUST ADMINISTRA- 
TION ACQUITTED ITSELF? 


ODAY, practically all types of cor- 
porate and professional financial 


management are on trial. The pub- 
lic is not in a mood to discriminate. The 
great majority of banks which closed 
their doors during the past two years were 
the victims not so much of bad manage- 
ment as of public hysteria and lack of 
confidence. To say that trust administra- 
tion has also been affected by this general 
feeling of distrust is no indictment upon 
character or record, but the confusion 
created in the public mind by the frequent 
repetition of the title of trust company 
among bank failures and where such title 
has been wrongfully and deceptively 
employed. 

Trust departments, especially since the 
first of the year, feel the effects of depres- 
sion and emasculation of values. Prin- 
cipal of estates and assets of trust funds 
in their possession have suffered contrac- 
tion because of the persistent deflation of 
values. Evidence is on hand, however, 


that trust property and trust income to 


beneficiaries or heirs has suffered propor- 
tionately much less loss than other types 
of financial management. This is particu- 
larly true where investments of trust es- 
tates have been in the control and dis- 
cretion of trust management. It is true 
that estates coming into the hands of trust 
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companies within the past year reveal 
material loss because of forced sales and 
sacrifice of assets in declining markets. 
But it is noteworthy that the assets of 
estates and of trust funds administered 
by corporate fiduciaries have been much 
more adequately protected against loss or 
depreciation as contrasted with estates 
and trusts in the hands of individuals. 

Records are available showing that real 
estate loans and mortgages held by trust 
companies in trust have met with a 
smaller percentage of loss or foreclosure 
than those reported by life insurance com- 
panies. In most instances foreclosure of 
loans made by trust companies the fore- 
closures represent not in excess of two per- 
cent of total loans held. By means of dis- 
posing of speculative securities and sub- 
stituting or holding conservative invest- 
ments, trust management has saved es- 
tates and beneficiaries of trusts far less 
depreciation than experienced in the case 
of individual fiduciaries. Proof of the 
superiority of trust company administra- 
tion is the fact that beneficiaries who 
criticized trust companies before the 
stock market crash in 1929 for not yield- 
ing to speculative stock gains, are today 
grateful for the conservatism which places 
them in the preferred category as to 
income. 

While actual figures are not available 
to demonstrate to what extent trust bene- 
ficiaries have been protected and favored 


MEMBERS OF THE SENATE AND HOUSE ECONOMY COMMITTEE APPOINTED TO CuT GOVERNMENT 
EXPENDITURES AND AID IN BALANCING THE BUDGET 
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by the care and conservatism of trust 
company management, the most impor- 
tant fact to emphasize is the immunity of 
trust department assets from loss by 
reason of failure of banks or mismanage- 
ment. That is sufficiently shown by the 
investigation conducted by Trust Com- 
PANIES Magazine at the close of last year 
with the official advices published in the 
January, 1932 issue. It is worthy of 
repetition that replies at that time from 
the supervisors of 47 of the 48 state 
banking departments, including advice 
from the Comptroller of the Currency, 
evidenced that in no instance has the 
failure of banking institutions in those 
states or subject to federal supervision, 
suffered impairment aside from market 
depreciation of trust assets. This is 
attributable to the segregation of trust 
funds, the legal safeguards surrounding 
trust responsibility and in the few in- 
stances where liquidation has been pro- 
tected by the preferred creditor status in 
the case of trust accounts and where 
liquidation has become necessary. There 
is no indication on hand that this record 
of safety for trust department manage- 
ment has been impaired by bank or so- 
called trust company failures during the 
current year. 
a me 


THE GOSPEL OF TRUST SERVICE 


T IS significant that practically the 
I only type of promotional advertis- 


ing and publicity actively con- 
ducted by trust companies and banks is 
that which has trust service and fiduciary 
protection for their text. This evidences 
a keener appreciation on the part of 
managements that current conditions 
have created a more receptive public 
mind for the message of trust service. It 
is emphasized by the fact that display 
newspaper advertising takes on a more 
direct personal and frank appeal with the 
emphasis on the responsibility and safety 
of corporate fiduciary handling of prop- 
erty and investments. Such publicity is 
also prompted by the more lively appre- 
ciation of bank executives as to the income 
contributions from the trust department 
which have cut a big figure during depres- 
sion in the balance sheet with earnings 
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from banking, bond, foreign exchange and 
other departments at low ebb. 


There is another new and important 
aspect of trust service which deserves 
notice. It is the abandonment of strong 
arm and high-pressure solicitation for new 
trust business. This is not due to any lack 
of trust business or that the accumulation 
is nearing the saturation point. The rea- 
son is that methods of approach are 
changing; that much more is required 
than a talent for salesmanship and that 
personality and qualification of the solici- 
tor as counsellor and expert in estate- 
planning are coming into broader play. 
At no time have so many men and women 
of large or smaller means, smarting under 
the lash of liquidation, felt such great 
need of the kind of management and ex- 
pert services which responsible trust com- 
panies and banks have to offer. The only 
difference is that many have become 
skeptical by late experiences and that 
they have ‘‘to be shown.”’ It is therefore 
timely to utilize the best available chan- 
nels to communicate to the public the in- 
‘herent and proven merits of responsible 
fiduciary administration. 


So & 
FORTITUDE 
| if Re a recent radio address, George B. 
solidated Gas Company of New 
York and former Secretary of the Treas- 


VIRTUE OF ADVERSITY IS 
Cortelyou, president of the Con- 
ury, said: 


“Francis Bacon said that the virtue of 
prosperity is temperance and the virtue of 


adversity is fortitude. Present troubles are 
partly due to lack of temperance in times 
past, and certainly there are many whose 
current fortitude is a pretty thin affair. But 
there 1s a deeper note among the people than 
that of complaint or fear or despair. There 
is an eager desire to surmount present trou- 
bles, a willingness to work toward that end 
and a faith in ultimate victory that is the 
true, and certain to be the conquering, spirit 
of the people. We can go forward. We 
can go backward. One thing alone we can- 
not do. We cannot stand still. Nature 
forbids that. Can any one, knowing the 
spirit of America, doubt in which direction 
we shall go?” 
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BREAKING THE CREDIT 
DEADLOCK 


NQUESTIONABLY the most heart- 
ening and important development 

in connection with the unsuccessful 
drive conducted by the Federal Reserve 
authorities to arrest deflation and stimu- 
late business by the release of abundant 
funds through open market purchase of 
Government bonds, was the recent an- 
nouncement of the formation of a super- 
committee of twelve of the leading bank- 
ers and industrialists of New York. Ac- 
cording to the Governor of the Federal 
Reserve Bank of New York, “the purpose 
will be to cooperate with the Reconstruc- 
tion Finance Corporation and other agen- 
cies to secure more coordinate and effec- 
tive action on the part of the leading 
banking and industrial interests.” In 
voicing his hearty endorsement of this 
step, President Hoover expressed the hope 
that the Governors of the Federal Re- 
serve Banks of the other districts of the 
country would follow the New York 
example. 

This move acquires importance because 
it has become every day more obvious 
that the key to the solution of the present 
impasse in making abundant credit and 
banking reserves operative toward busi- 
ness and the investment markets, is held 
by the large banking institutions of New 
York and other cities. The net result of 
the aggressive open market purchase of 
Government bonds by the Federal Re- 
serve Banks, amounting to three-quarters 
of a billion dollars since February when 
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the Glass-Steagall bill became operative, 
has been to pile up reserves and funds in 
the large banks—chiefly in New York. 
The latest statement of the member banks 
of the New York Federal Reserve Bank 
shows excess reserves of $250,000,000 
capable of supporting $2,500,000,000 ad- 
ditional bank credit. While interior banks 
have been able to reduce their commit- 
ments at the Federal Reserve Banks the 
bulk of the released funds have been pil- 
ing up in large New York banks in the 
shape of excess reserves. 

“You can lead a horse to water but you 
can’t make him drink,” is the adage that 
may aptly describe the mental attitude of 
bankers who today have such abundance 
of excess reserves and available resources 
of credit created through Federal Reserve 
open market operations and the broader 
rediscount facilities provided by the 
Glass-Steagall bill. Their answer is that 
there is no demand for commercial loans 
or funds for investment under present 
conditions. Business as well as market 
prices are recording new lows. Com- 
modity prices continue to fall. 


The general policy of bank manage- 
ments is well expressed in a recent state- 
ment made by the Economic Policy Com- 
mission of the American Bankers Asso- 
ciation, in replying to criticisms of over- 
cautiousness; which says in part: 

“Although banking was technically put 
in a position to extend an increased volume 
of credit cooperation to sound business, that 
did not alter the fact that the essential other 
half of the equation is the offering of an 
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unquestionably. justifiable basis for such 
extensions of accommodation. The failure 
of public buying to create a sufficient volume 
of sound commercial and industrial activity 
to warrant an expansion of bank loans has 
been the determining factor in keeping busi- 
ness on a dead center, rather than any 
reluctance of bankers to carry their share of 
the burden. For bankers to engage in an 
expansion of bank loans or to embark upon 
a policy of easier credits in the hope that 
sound business would follow would merely 
be to add to present difficulties. Sound com- 
mercial and industrial propositions have 
had and are having no difficulty in obtaining 
loans for business in usual course, but an 
increase in such propositions must first 
come to the banks before increased credit can 
go out to business.”’ 


°, 
~~ 


BANKING LEADERSHIP 
RUDENCE is a good policy for the 
big banks to observe in dealing with 
current credit, loan and investment 
problems. It ceases, however, to be a 
virtue when it is prompted by fear and 
lack of faith. In previous crisis there were 


great, outstanding personalities in the 
banking and financial field. Their words 
of faith and their example, created cour- 
age and confidence. Of late there has fre- 
quently appeared the lament that in this 
depression no such great leadership has 


been asserted. It may well be and it is 
ardently hoped that the super-committee 
of bankers formed in New York and 
headed by Owen D. Young, will sound 
this note that is so much needed. 

Credit is based on character. The pres- 
ent depression is unlike any other that 
this country has experienced. It is not due 
to lack of credit, capacity of brain or 
brawn, or resources that make prosperity. 
It is seventy-five per cent or more than 
that of psychological emotion and fear. 
The answer is that banking managements 
must direct their attack against the 
phantom of fear. The way to accomplish 
the job is to predicate policies on charac- 
ter. If the banker is dejected and a vic- 
tim of fear how is it possible for his cus- 
tomers to be otherwise and shape his 
affairs fearsomely. 

The real job is one that cannot be un- 
dertaken by individual banks or bankers. 


It must be coordinate and have the cour- 
ageous allegiance of all big banks and 
bankers—especially here in New York. 
Matters will get worse rather than better 
if the “prudent banker” scrutinizes every 
application for loan or credits from his 
customer with undercurrent of dread. 

The whole country waits for that in- 
tangible something which will ignite con- 
fidence and enterprise. The big bankers of 
the United States are the very people who 
can and should provide the incentive. As 
one of the leading bankers of Detroit said 
recently with accents of genuine leader- 
ship: ‘Banks no longer have any excuse 
whatsoever for not encouraging industry 
and initiative by making all proper loans 
upon good commercial paper or good col- 
lateral which may be offered to them.” 

The same robust spirit, which is so 
necessary to animate the bankers of this 
country and business men is expressed in 
the published announcement of an un- 
usually successful Middle Western bank: 

“This bank has consistently maintained 
the policy of meeting the loan requirements 
of customers whose reputation, financial 
standing and outlook entitle them to credit 
consideration. We have not hesitated, when 
prompted by sound banking judgment, to 
avail ourselves of every resource in order to 
properly care for our customers.” 


o, 
oo 


TRIBUTE FROM JUDGES AND 
LAWYERS 


ONDERS never cease. For years a 
certain clamorous element among 

lawyers has vented its moral indig- 
nation in seeking redress against what 
they term ‘‘the poaching of the trust 
companies upon the sacred preserves of 
the legal profession.”’ And along come the 
most distinguished members of the judi- 
ciary and the most erudite of lawyers 
naming trust companies in their wills as 
executors and trustees. Records of recent 
and previous years disclose that a very 
large percentage of the most distinguished 
jurists and members of the Bar have 
named trust companies in preference to 
individuals in writing their wills and in 
determining who shall take care of their 
estates and families when they have 
passed to the Great Beyond. 
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OUR PRESIDENT 


T this stage of the rost perplexing 
economic crisis which this nation 
has ever experienced, it may be well 
for all good Americans—whether Repub- 
licans, Democrats or what have you 
politically—to stop, ponder and sympa- 
thize with the man in the White House in 
Washington. He sits in loneliness of soul 
as he strives to bring his people out of the 
distresses of this depression. We Ameri- 
cans are too prone to think of our Presi- 
dents as superhuman. We magnify faults 
which speedily come to light. We take for 
granted achievements and forget them. 
Washington battled for a nation free 
from foreign rule and oppression. Lincoln 
fought for a united nation, for humanity 
and against enslavement because of color. 
Hoover is fighting the greatest economic 
battle which this or any other nation was 
ever faced with. He is not a superman. 
He is human, trying his best, according 
to the best lights in him and with a clean 
conscience to lead his people out of the 
wilderness of duplicity and greed which 
plunged this nation into a situation and to 
which you and I contributed by eagerness 
for unearned gain. Let’s all of us give 
President Hoover “a big hand.” 


SUBSIDENCE OF BANK FAILURE 
EPIDEMIC 


HE epidemic of bank failures is now 
under control. This is due to a 

saner attitude of the public and the 
excellent ministrations of the Reconstruc- 
tion Finance Corporation under the effi- 
cient direction of General Dawes, who is 
again demonstrating his talents to make 
good on big jobs. Although April bank 
closings registered a slight increase over 
March in the number of suspensions, it is 
of interest to note that reopenings are 
occurring with greater frequency. Of the 
68 banks closing in April with deposit 
liabilities of $35,496,000 there were six 
nationals, four state member banks and 
fifty-eight non-member banks. Nearly 
One-third of the entire deposits were in- 
volved in the closing of a member bank in 
Boston. During the first three weeks of 
May the bank closings showed a decrease 
as compared with April. 


GLASS BANKING BILL 


RESIDENTIAL nominations are 
IP| drawing near. The anointed law- 

makers of the nation at Washing- 
ton are worried about their political 
fences and constituencies at home. The 
big tax bill to balance the national budget 
is in the throes of seemingly endless con- 
troversy. Appropriation, bonus, relief 
and a multitude of other measures are 
hanging fire. Under the circumstances it is 
hardly likely that the Glass banking bill 
has a chance of receiving attention, much 
less, favorable action at this session of 
Congress. 

Meanwhile the bankers of the country 
—big and small—have clearly and em- 
phatically voiced their desire that they do 
not want the Glass bill enacted at this or 
any Other session of Congress. That ver- 
dict is contained in formal resolutions 
adopted at every state bankers association 
convention held within the past two 
months—except one. 

Senator Glass, when he discharged his 
vindictive broadsides in launching his bill 
in the Senate, ostentatiously flourished a 
sheaf of telegrams. The obvious intent 
was to impress upon his apathetic hearers 
that they were telegrams of protest from 
bankers against the passage of his bill. 
He wanted to show his colleagues that 
the bankers were making propaganda. 
The dramatic gesture was a failure be- 
cause he knows now—and his few 
sleepy hearers knew—that the bankers of 
the United States have as much honesty 
as he may possess as a politician, or let’s 
say as a statesman. 

No nation in the world is so contemptu- 
ous of its bankers and their honesty of 
judgment as the Senate Committee on 
Banking and Currency has shown itself 
to be under the chairmanship of Senator 
Glass. That is one reason why bankers 
throughout the country express such dis- 
favor of the Glass banking bill. Perhaps 
after the November elections the picture 
will change and men of honor and leader- 
ship in banking and in any profession of 
business and finance will be accorded 
respect for integrity, experience and sound 
judgment which they deserve from those 
who lay claim to making the laws of the 
nation. 
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NEW APPROACH TO LAWYER- 
TRUST COMPANY PROBLEM 


NTERESTING negotiations have 
been conducted in Pennsylvania by 
committees representing the Bar 
Association and the bankers association 
of that commonwealth, seeking to clear 
away the obstructions to enlightened co- 
operation and mutual understanding as to 
the respective spheres of legal practice 
and fiduciary administration. These dis- 
cussions have brought forth a proposed 
“Declaration of Principles’ presenting 
the attitude of the Bar Association on the 
subject of lay and corporation encroach- 
ment upon the practice of law. The text 
of this declaration which trust companies 
have been asked to adopt, is presented in 
another section of this issue of Trust 
COMPANIES and is worthy of careful read- 
ing by all who are interested in bringing 
peaceful relations between corporate fidu- 
ciaries and members of the legal profession 
in various states and localities where the 
subject has been a matter of controversy. 
The submission of this declaration by a 
committee of the Pennsylvania Bar Asso- 


ciation was preceded by a state-wide 


questionnaire, containing thirty-four 
questions, and conducted by a committee 
on co-operation with the Bar appointed 
by the Pennsylvania Bankers Association 
at its convention in 1931. This question- 
naire was forwarded last February to all 
the members of the Pennsylvania Bankers 
Association and was calculated to bring 
out policies and practices of individual 
trust companies and banks as to their 
relations with lawyers and involving 
questions of dispute as to “practice of the 
law.” Responses to the questionnaire 
were obtained from 1,080 of a total of 
1,186 members. The results of this ques- 
tionnaire were frankly submitted to the 
committee of the Pennsylvania Bar Asso- 
ciation at a joint meeting of the respective 
committees. The reception accorded these 
efforts was evidenced by the assurance 
from the lawyers’ committee that no 
hostile legislation or litigation would be 
attempted with the proviso for an amend- 
ment to the statute bearing on the subject 
of “practice of the law” extending its 
prohibitory terms to include firms, asso- 
ciations, partnerships and corporations. 
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An analysis of the replies to the ques- 
tionnaire revealed that the great majority 
of trust companies and banks of the state 
were observing the code of ethics adopted 
by the Pennsylvania Bankers Association 
in 1922. Instances where trust depart- 
ments plainly overstepped the lines of 
fiduciary administration and poaching 
upon business of a strictly legal nature 
were found to be comparatively rare. The 
questionnaire produced the result desired 
by the bankers’ association committee, 
namely, to be in possession of facts rela- 
tive to practices and procedure followed 
by members which in any way encroaches 
upon the practice of the law. The plan 
also provided for calling attention of mem- 
bers to correct procedure and to secure 
united adherence thereto. Likewise the 
effort of the bankers’ committee was 
designed to impress upon the Bar that 
many of the practices complained of were 
due to concurrence or participation on the 
part of members of the legal profession. 

The report submitted at the recent 
Pennsylvania Bankers Association con- 
vention by its Committee on Cooperation 
with the Bar, of which Carl W. Fenninger 
of the Provident Trust Company of 
Philadelphia, is chairman, recited the 
negotiations with the committee of the 
Bar in detail and concluded with the fol- 
lowing recommendations: The adoption 
of the Declaration of Principles proposed 
by the Bar Association committee; desig- 
nating committee on cooperation as a 
standing committee to work with similar 
committee of the Bar Association to se- 
cure adherence to proper practice and 
elimination of wrongful procedure; suff- 
cient appropriation to carry on the work, 
and necessary steps to render the Declara- 
tion of Principles and the Code of Ethics 
one hundred percent effective. 

Advices from various sections of the 
country, where lawyer-trust company 
relations has been a burning issue, are 
reassuring. Attempts to enact anti-trust 
company bills at the last legislative ses- 
sions were noticeably absent in contrast to 
the deluge of such measures during the 
legislative season of 1931. The reason 
may be found in genuine cooperative 
effort such as characterizes the situation 
in Pennsylvania. 
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RIGHT TO INSPECT STOCK BOOK 


DECISION of vital importance to 
transfer agents was recently handed 

down by the Appellate Division of 
the New York Supreme Court which 
holds in substance that under New York 
law a stockholder is not entitled to compel 
a New York transfer agent to open stock 
books of a foreign corporation for inspec- 
tion unless such foreign corporation has an 
office in New York for the transaction of 
business. The action of the Appellate 
Division now brings down to date the law 
of such attempts to obtain inspection 
from New York transfer agents of the 
stock books of foreign corporations which 
have neither qualified in New York State 
nor transacted any business, nor main- 
tained any office for the transaction of 
business in New York other than the 
designation of a transfer agent in New 
York. 

The Standard Motor Construction 
Company, a New Jersey Corporation had 
as its transfer agent The Corporation 
Trust Company. The Standard Motor 
Construction Company transacts all its 
corporate business from its principal place 
of business in Jersey City, New Jersey, 
does not maintain any office for the trans- 
action of business in the State of New 
York and has never qualified with the 
Secretary of State of New York as a 
foreign corporation to do business in 
New York. 

Norman T. Bolles claiming to be a 
registered stockholder of Standard Motor 
Construction Company, on February 
23 and 24, 1932, requested permis- 
sion to examine the stock book of Stand- 
ard Motor Construction Co. claiming the 
right under New York Stock Corporation 
Law §113 (formerly §33). The Corpora- 
tion Trust Company advised him that it 
would be obliged to obtain consent of 
Standard Motor Construction Company 
which latter corporation instructed its 
said transfer agent in New York not to 
permit examination of the stock book by 
the applicant, giving reasons therefor 
and further denying the applicant’s right 
to examine its stock book under said sec- 
tion. The Corporation Trust Company 
refused the request. 

The applicant thereupon petitioned the 
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New York Supreme Court and gave notice 
of motion for a peremptory mandamus 
order upon The Corporation Trust Com- 
pany to permit such examination of the 
stock book of Standard Motor Construc- 
tion Company. Simultaneously the Cor- 
poration Trust Company was sued in the 
New York Municipal Court for the 
$50.00 per day penalty. The trust officer 
who had communicated to the applicant 
the refusal of permission to inspect was 
summoned to answer a charge of mis- 
demeanor under New York Penal Law 
$665 making guilty of a misdemeanor any 
agent of a corporation having custody or 
control of its books who willfully refuses 
to allow inspection thereof to one entitled 
by law to inspect. 


On the hearing of the petition for the 
peremptory mandamus order, no claim 
was made by the applicant that Standard 
Motor Construction Company transacts * 
business or maintains any office for the 
transaction of business in New York 
other than the designation of The Cor- 
poration Trust Company as its transfer 
agent. The Corporation Trust Company 
contested the petitioner’s right to have 
the relief asked upon the ground that he 
did not come within the provisions of said 
section of the Stock Corporation Law. 


The Supreme Court Special Term 
Part I on March 15, 1932, denied the 
petition and thereafter the suit for the 
civil penalty and the criminal proceedings 
which had been adjourned from time to 
time pending the determination of the 
mandamus proceeding were likewise dis- 
missed. The applicant appealed to the 
New York Supreme Court Appellate 
Division, First Department, which on 
April 29, 1932, affirmed without opinion 
with costs and disbursements to The Cor- 
poration Trust Company. 

The language of the Stock Corporation 
Law §113 (formerly §33) applies only to 
foreign stock corporations (except a 
moneyed or railroad corporation) having 
an office for the transaction of business 
in this state. This was pointed out in 
1912 in Wadsworth vs. The Equitable Trust 
Co., 153 N. Y. App. Div. 737. In the case 
of Pacific Gas and Electric Co., a California 
corporation, and in Althause vs. The 
Guaranty Trust Co., 73 N. Y. Misc. 181, 
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involving the American Woolen Co., an- 
other New Jersey corporation. More 
recently in Hanson et al. vs. The Pennroad 
Corporation, 233 N. Y. App. Div. 724, the 
Appellate Division on May 22, 1931, de- 
nied a similar application, citing as 
analogy Toledo Railways vs. Hill, 244 
U.S. 49, holding that the maintenance of 
a fiscal office in New York by a foreign 
corporation for the payment of bonds and 
interest charges does not constitute doing 
business in the jurisdictional sense. In 
Hollaman vs. El Arco Mines Co., the for- 
eign corporation had an office for the 
transaction of business in New York. 
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BACK TO SAFE BANKING 
MOORINGS 
get 


OMMERCIAL bankers must 
back to commercial banking,” says 
Vice-president W. A. McDonnell of 
the Bankers Trust Company of Little 
Rock, Ark. ‘We must leave investment 
banking to investment bankers, financing 
of stocks to stock brokers and promotion 
schemes to the entrepreneur or promoter. 
We have been doing some of all of these 
and we must quit if we are to rebuild ona 
firm foundation. 
“T am not against investment affiliates 
nor am I against real estate loan depart- 


ments. Long term loans are all right for 
such departments but that does not 


justify long term loans in the commercial 
banking department. The principles of 


sound commercial banking have not 
changed. The trouble is we haven’t ad- 


hered to them strictly and we have gone 
through a period when aberrations have 
been quickly and severely punished. We 
have been volume-mad. We have made 
loans simply to get deposits. We have 
been actuated by the fear that our com- 
petitor would show greater deposits than 
we could. We have placed ourselves in 
the anomalous position of being the only 
type of business man in existence who 
boasts of his liabilities. Deposits are 
liabilities. We have all had this thor- 
oughly impressed upon us recently. 
“We must get back to first principles. 
I believe that every bank officer whose 
duty it is to lend money should have a 
card about his desk where he will see it 
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many times each day, and on that card 
should be printed two sentences: (1) Iam 
in a business of short term credits. (The 
words ‘short term’ should be underscored. ) 
(2) The money I am lending is stored-up 
labor. Is the loan which I am about to 
make a fair investment for the depositor 
who entrusted it to my care ? 


“‘We must remember not only that com- 
mercial banking is a business of short term 
creditors, but also that its primary func- 
tion is the extension of credit to busi- 
nesses. The extension of this credit pre- 
supposes on the part of the borrower ade- 
quate capital to carry him or it over 
normal seasons, plus honest and capable 
management. If any of these qualifica- 
tions are missing the loan is not one for a 
commercial bank, although it may be 
perfectly safe.” 


> 
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AND NOW THE GOLDSBOROUGH 
BILL 


T is inconceivable that anyone of 
even rudimentary knowledge of the 

science of credits takes seriously 
the Goldsborough bill which was passed 
by the House in Washington and which 
directs the Federal Reserve authorities 
to forcibly raise the general average of 
wholesale commodity prices, as measured 
by the Bureau of Labor Statistics to the 
average levels of 1921-26, by means of 
the volume of credit and currency. The 
fact that the House approved this bill by 
a vote of 289 to 60 is proof of the degree 
of intelligence and height of asininity to 
which the present House of Representa- 
tives can attain. 

Of course, this bill has no chance of 
enactment and even if the Senate should 
reveal a talent for asininity equal to that 
of the House by approving the bill, there 
is a residue of common sense left under 
the dome of the Capitol to uphold the 
Presidential veto. It is to be hoped that 
the same residue of common sense among 
the American people will manifest itself 
sufficiently at the polls next November to 
convince the outside world that the 
American Congress is not a prize assem- 
blage of mental dotards and of receding 
chins. 





LESSONS FROM THIS DEPRESSION 


NO OCCASION TO LOSE FAITH 


W. F. GEPHART 
Vice-president, First National Bank, St. Louis, Mo. 


(Epiror’s Note: 


Post-mortems on the causes of this protracted period of depression 


are bootless unless such analysis carry constructive conclusions and afford a better perspective 


by giving proper emphasis to fundamentals as contrasted with transient factors. 


Nothing 


is so patent today as the fact that the American people and that includes bankers and business 
men have lost the sense of proportion. Mr. Gephart deals with the character and the construc- 
tive lessons to be extracted from this depression in a masterful style. He does not minimize 
the situation and problems of the day; but he proves that a true understanding of America’s 
resources serve as stimulus to faith and confidence.) 


URING the past 125 years there have 

been three major industrial depres- 

sions with minor intervening. 
The first culminated at the close of the 
Napoleonic Wars, the second at the close of 
our Civil War, and the third we are now 
experiencing. While these major depressions 
have differed in minor respects, nevertheless 
all of them have been characterized by cer- 
tain outstanding conditions, such as business 
burden of debts, the dis- 
price strue- 


ones 


stagnation, a great 
organization of the credit and 
tures, the failures of financial and industrial 
firms, and unemployment. It will be noted 
that each of these great major depressions 
has followed a great war. This is primarily 
true, because at the time of war, there is 
an enormous destruction of capital. 

For a time the actual loss of wealth and 
capital is hidden from view by the fictitious 
monetary values placed upon all forms of 
wealth in terms of a depreciated currency 
which is the inevitable concomitant of all 
major wars. As a result of wartime inflation, 
both governments and individuals go heavily 
into debt, but as long as currency is depre- 
ciated the burden of these debts presents no 
immediate problem. Gradually, however, the 
inevitable force of economic realities reveals 
the true facts. Debts contracted on the basis 
of inflated values, based on depreciated cur- 
rencies, cannot be repaid in sound currencies 
and as a consequence each major war ulti- 
mately results in a general debacle of money, 
credit, and finance. 

Redistribution of Wealth 


When the reaction comes, the price of com- 
modities and securities begins to fall. Credit 


is difficult to obtain. Pressure is applied to 
pay loans. There is a decreased ability to 
pay taxes and with it an inability to liqui- 
date loans because of the lower prices of 
goods and securities. Financial institutions 
press the debtor to pay the loan and _ be- 
cause of increased government expenditures, 
taxes become a greater burden. Assets have 
shrunk but debts have not. Securities and 
property have fallen in price and at the 
same time, there is a pressure to liquidate. 
This forced liquidation still further depresses 
prices and thus the vicious circle is estab- 
lished. There occurs, due to this pressure to 
pay and the heavy taxation, an enormous re- 
distribution of wealth, such as that which 
has been going on at the present time and 
Which, perhaps. is on a vaster scale than that 
which has occurred in modern times. It has 
been stated that no major or minor depres- 
sion exactly duplicated any other, and this 
is true of the present one which is undoubt- 
edly the worst this country has ever experi- 
enced. 

Wars result in the impoverishment of the 
Young men, who are the greatest ac- 
tual and potential producers, have been 
killed or injured, and there is a decrease in 
the health and vitality of the non-combat- 
ants. After a war there follows a large cap- 
ital outlay for pensions and other aids to 
support the disabled and dependents of the 
soldiers. There is also over-expansion of 
those industries which directly supply war 
materials and when peace comes the market 
cannot absorb the volume of goods which are 
produced by these agencies to carry on the 
war. 


people. 
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Depression Characteristics 

The outstanding characteristic of a depres- 
sion is the maladjustment between the supply 
of and the demand for goods. Whether this 
is brought about by conditions prevailing 
during a war or whether it occurs during 
times of peace, it is an almost inevitable re- 
sult of our competitively organized industrial 
society. It is one of the costs we pay for 
the benefits of this kind of industrial organi- 
zation and we have only two choices—name- 
ly, that of a competitively organized indus- 
trial society or one centrally directed by a 
few, such as that which is now prevailing 
in Russia. 

Under a competitively organized industrial 
society, each producer seeks, under the fa- 
vorable conditions of increasing prices and 
increasing demand, to put on the market the 
largest possible volume of goods in order that 
he may derive the profit which arises from 
this increasing price level. Manufacturers 
buy their raw commodities on one price level 
and sell the finished product on a higher one 
The same is true with respect to the farmer 
and the miner who in producing the raw ma- 
terials on one price level is enabled to sell 
them on a higher one. Since profit is the 
desire of each producer, an advancing price 
level between the time of production and the 
time of sale thus affords an opportunity of 
reaping large gains; so that the natural re- 
sult is that with the increase in acreage, fac- 
tories, and other agencies of production there 
comes a time when a greater volume of goods 
is placed upon the market than the consumers 
demand and with other contributing factors, 
a fall in the price level occurs. 

During the process of increasing and de- 
creasing price levels there are manifestly 
other contributing factors, such as expansion 
of credit and changes in the currency and 
the operation of financial and other agencies. 

A second characteristic of a depression is 
the disorganization in the credit system and 
the price structure. During a period of in- 
creasing prices, governments, corporations, 
and individuals are disposed to spend freely 
and to go into debt. Governments take on 
new activities and spend more on old ones. 
Corporations increase plant capacity in order 
to put more goods on the market to obtain 
the higher profit resulting from increasing 
prices. Wages and salaries are increased. 
Individuals buy securities, land, and other 
properties which increasing daily in price, 
seem to offer an opportunity of greater prof- 
its. Likewise, credit extensions are liberal 
and corporations and individuals find it easy 
to expand their operations by borrowing. 
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International Character of Present Depression 

An outstanding characteristic of the pres- 
ent depression is its world-wide character 
and yet, how anomalous the present situation 
is. The world is in the midst of plenty and 
yet millions are impoverished. Abundance 
and scarcity exist side by side. Agricultural 
commodities are produced in a volume never 
before known and yet many are hungry. 
Factories, actually and potentially, produce 
goods which millions want but have not the 
wherewithal to purchase. 

There is a world-wide disruption in the 
monetary system. Many nations, in fact the 
majority of them, have either completely 
abandoned or greatly modified their former 
unit of currency and the price structure 
throughout the world has been disrupted. 
Above all, the present depression is char- 
acterized by an enormous debt structure. 
This is true not only of governments, but of 
corporations and of individuals. Never be- 
fore in any depression has such a percentage 
of individual citizens in our own country had 
such an accumulation of debts. 

Perhaps the critical aspect of the situation 
is no better illustrated than by the case of 
banking. During the past four years there 
have been about 4,000 bank failures with de- 
posits of over two billion dollars. In 1896, 
at the beginning of a period of increasing 
prices, there were about 10,000 banks in the 
United States, and in 1920 there were 28,000. 
Since 1920, the number has been reduced to 
about 20,000. The closing of these banks 
and the complete or partial loss of deposits 
has brought untold misery on millions of 
people. Those who have loans either in 
closed or still operating banks have, in many 
cases, been pressed to make payment, and 
this has almost invariably called for a sacri- 
fice of property values, whether of securities 
or of real property. There has been a forced 
sale of goods and securities on a scale never 
before witnessed in this country. 


Mal-Adjustments Between Supply and 
Effective Demand 
It is always easier to analyze the past than 
to predict the future or to supply remedies 


for the present situation. Nevertheless, 
while no one is in position to predict when 
the present depression will end, our expe- 
rience so far should enable us to derive some 
teachings from what has occurred. In the 
first place, it ought to be brought home to all 
of us that temporary prices of securities or 
commodities afford no basis for the financial 
institution or the individual to make perma- 
nent investments. Credit for a financial in- 
stitution or an individual cannot be based 
upon temporary prevailing prices, but ought 
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to be determined by an average value over 
a series of years. Three dollar wheat ought 
not 'to mean $300 an acre land and a loan 
value based upon it. Likewise, high security 


prices do not warrant loans to individuals 
which must be repaid over a period when 
prices and values may be lower. 


In the second place, the evil of over-expan- 
sion in productive agencies must be avoided. 
The population of the United States has been 
growing so rapidly decade by decade that our 
whole industrial structure has been geared 
upon the assumption that a rapidly increasing 
population and an equally rapidly increasing 
standard of living will absorb continuously 
an increasing volume of goods. We, in this 
country, aided by the impetus of extensive 
advertising and high pressure salesmanship, 
expanded plant facilities, farm acreage, and 
production under the assumption that there 
would always be a market at a profitable 
price for this increasing volume of goods. 

It is to be hoped that there will be no de- 
crease in the standard of living of the Ameri- 
can people, but for a decade or more the 
birth rate has been falling and immigration, 
which is made up very largely of young peo- 
ple, has practically ceased. This means that 
the rate of increase of our population is de- 
cidedly slowing up and it also means that 
the population is becoming an older popula- 
tion. In other words, the average age of our 
population is so increasing that we are ap- 
proaching a stationary population and one 
made up of older people who are neither as 
good producers or as good consumers as a 
younger population. In the case of agricul- 
ture, we, in the United States, have expanded 
acreage, and, furthermore, during the past 
twenty-five years, there has been brought into 
cultivation over the world an enormously in- 
creased amount of land. Not only has this 
occurred, but there also has been a very grea! 
change in the diet of the people of the United 
States, and indeed, in that of the peoples of 
many other nations. ‘There is not the same 
per capita demand for the basic agricultural 
commodities, such as bread, potatoes, and 
meat as there once was. Our diet has be- 
come more yaried. We consume increased 
quantities of vegetables, fruits, and dairy 
products, and, therefore, we cannot expect 
the grower of wheat and meat to be in the 
same position as he was forty years ago. 

In the third place, there must be a better 
coordination between production and con- 
sumption. We have available a vast amount 
of information not only in our own country 
but in the world with respect to productive 
capacity and consuming demand, so that if 
this knowledge were more intelligently used, 
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we could do much to avoid these periods of 
maladjustment between the volume of goods 
produced and the consumptive demand for 
them. In other words, we need a more in- 
telligent planning of production and this will 
mean somewhat of a modification of our high- 
ly developed competition. Throughout the 
history of this country, we have believed in 
and still believe in a competitive system, but 
it is to be feared that sometimes we over- 
exaggerate the benefits of competition. Com- 
petition, like monopoly, may carry with it 
evils. If a competitive system unrestrained 
leads to cutthroat competition, overproduc- 
tion, and over-expansion, the public in the 
end must pay the price. 


Public Pays the Price 

This can be illustrated by the transporta- 
tion system in the United ‘States today. With 
the development of good roads and other 
means of communication, we undoubtedly 
have a surplus of railway mileage, and yet 
the people of the country, up to 1923, have 
insisted upon the most complete competition 
among the railway systems. We are now, 
by legislative means and otherwise, urging 
the railways to consolidate under government 
supervision to effect economies, and perhaps, 
we shall come to the point where we shall 
permit the railway transportation agencies 
to supply either rail, truck, bus, or water 
transportation, whatever kind is most eco- 
nomical, for the particular territories in 
which they operate. Perhaps also, we shall 
realize some of the enormous wastes of un- 
regulated competition and in many industries 
permit, under government supervision, the 
units of the industry to get together and plan 
their production in harmony with the con- 
sumptive demands, so that the consumer will 
have, through a series of years, a more stable 
price for his purchases rather than these al- 
ternate high prices and low prices. In other 
words, we may realize that much can be 
done through intelligent planning of produc- 
tion and consumption, under government su- 
pervision so as to retain all the beneficent ef- 
fects of the competitive system of organized 
industries, and yet avoid the enormous 
wastes which now characterize it. 


The Banker’s Problem in Relation to Inflation 

The effects of inflation periods upon the 
banking structure of a country are of a far- 
reaching character. The reason for this is 
that governments, as a result of war needs, 
force banks to become a party to their in- 
flationary tactics. The World War, as every- 
one knows, produced bank credit inflation 
through conversion of government debts into 
commercial bank deposits. As a patriotic 
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measure banks subscribed heavily to govern- 
ment securities, upon which they, in turn, 
borrowed from the Federal Reserve banks, 
thus increasing the currency in circulation 
and the base of bank credit. Thus currency 
and credit came into existence, based not 
upon gold or other forms of real wealth, but 
upon government debts. 

As a consequence, the volume of bank cred- 
it in this country since the close of the war 
has been continuously in excess of commer- 
cial requirements. This factor of excess 
bank credit was particularly noticeable dur- 
ing the post-war period after the initial de- 
cline in commodity prices had occurred. In- 
asmuch as bank credit could not be contract- 
ed as rapidly as commodity prices declined, 
banks, during the past decade, have been 
forced to invest a very substantial portion of 
their assets in bonds or other fixed capital 
investments as contrasted to ordinary com- 
mercial loans which constituted the bulk of 
the banker’s portfolio prior to 1914. 


Taking Stock of Mistakes 

The character of bank earning assets has 
undergone a very decided change in the past 
decade and a half. Prior to the World War 
the bulk of a bank’s earning assets consisted 
of ordinary commercial loans and discounts. 
The bond account averaged, in amount, less 
than thirty per cent of loans and discounts. 
At the present time the bond account is al- 
most fifty per cent as large as that of loans 
and discounts. Accordingly, difficulties in 
the bond account are relatively more signifi- 
cant today than during the earlier period. 
By being forced into this new field relatively 
suddenly, the average commercial banker 
found himself not only in strange territory 
but without a competent guide. That he 
made mistakes is not surprising, because he 
was forced in a large way into a field that 
was relatively new to him and one in which 
he lacked experience. 

Notwithstanding the fact that the past can- 
not be undone, the present is probably as 
good a time as any to take stock in order to 
determine what fundamental mistakes have 
been made and how they can be avoided in 
the future, and, furthermore, what policy 
should be followed under existing circum- 
stances. It should be patent that there is 
no particular point in trying to blame anyone 
for the unfortunatae situation existing at 
present. We might as well recognize the 
fact that we all made mistakes largely be- 
“ause we were victims of circumstances over 
which none of us had any control. 


Problem of Bank Bond Account 
The most important problem in connection 
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with the average bank bond account for the 
next few years should be: 

First, the replacing of medium grade with 
high grade bonds. 

Second, replacing any excess long term 
bonds with bonds of shorter maturities. The 
achievement of ‘this policy is not one that 
can be accomplished over any short period 
of time but one that will require, in all prob- 
ability, several years under any circum- 
stances. 

Many of the smaller banks have in their 
investment account entirely too few govern- 
ment bonds. A reasonable proportion of 
short term government securities, because of 
their high degree of liquidity and availability 
at the Federal Reserve, should be the aim of 
every banker. 

The present is no time for the introduction 
of ill-advised and untried schemes in connec- 
tion with the management of the bank’s 
bond account. It is, however, a time to ex- 
amine each individual investment carefully. 


No Occasion to Lose Faith 

In conclusion, we ought to realize in this 
country that business men must take a more 
active interest in government if we expect 
representative government and democracy to 
survive. Business men in our country have 
been so occupied with their own particular 
business that they have permitted less able 
men to run the government. We need more 
able officials with the increasing activities 
of government, and especially with the more 
direct relationship which government is com- 
ing to have over business and financial pro- 
cedure. We need to improve the personnel 
of government officials not only for this rea- 
son, but also because we will continually be 
spending more and more of the social income 
through government agencies and we ought 
to want to have a fair return for the taxes 
levied upon business. 

It is futile at present to indulge in prophe- 
cies with respect to the time when the peo- 
ple of the United States will enjoy their ac- 
customed prosperity. It is, however, well to 
avoid either one of the two extremes, name- 
ly, believing that nothing can be done to im- 
prove the present situation, on the one hand, 
or on the other hand, looking about for some 
magic recipe, such as a law, to bring us out 
of the present depression. Our country is 
yet industrially young. We still have all of 
our natural resources, our business ability, 
and our skillful labor. Let us each, as indi- 
viduals or aS members of business firms, face 
the situation with the profound conviction 
that again the United States will enjoy her 
accustomed prosperity. 


eo? 
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NEW AND RIGID TESTS APPLIED TO TRUST 
INVESTMENTS 


ETERNAL VIGILANCE IN REVIEW AND ANALYSIS 


RAYMOND H. TROTT 
Vice-president of Rhode Island Hospital Trust Company of Providence, R. I. 


(Epitor’s Norte: 


It is obvious that the radical distortion of values both during the 


period of speculative inflation and the subsequent drastic deflation, have occasioned a mul- 
tiplicity of new and unusual tests for trust officers in handling trust investments. Experience 
has clearly demonstrated the wisdom of that type of fiduciary policy which resists temptation 
to enhance principal by taking speculative chances and which enforces sound, composite 


judgment when security values collapse. 


Mr. Trott, in his admirable paper at the recent 


Southern Trust Conference dwells upon major trust investment problems of today. His 
discussion bears the accent of practical and matured experience.) 


HE rapidity of change in our economic 

structure during the past ten years has 

been probably without parallel in the 
history of the world. Fundamentals were 
enlarged, distorted, and, in many instances, 
east aside. Old values were forgotten and 
new ones of uncertain worth substituted. 
Ratios, proportions and balances, the results 
of time-tried practices, were brushed aside 
as antiquated and new conceptions found 
that were more in keeping with the psycholo- 
gy of the period. It is needless to say that 
we have changed. These fundamentals that 
we pushed aside are again being brought for- 
ward; real values are replacing artificial 
values, and a true, saner attitude is making 
itself felt in our economic lives. The present 
realization of the true situation augurs well 
for the reasonably early return to that pros- 
perity that we in this country have learned 
to regard as our birthright. 

To the ordinary task of handling invest- 
ments, the changes of the past two years 
have added many difficulties. Problems hith- 
erto regarded as entirely outside the scope 
of possibility have presented themselves and 
many seemed impossible of solution. But 
they have been and are being solved, and 
with courage and determination. Present 
day complexities have emphasized more than 
ever before the need of a highly developed 
technique in the handling of invested wealth. 
More than ever before has the desirability of 
group effort in meeting investment problems 
been emphasized, and as never before the 
Strong bank has shown itself the medium 


through which this group effort may best be 
applied. 


Building Up an Adequate Investment 
Department 

Comprising as it does the very essence of 
trusteeship, the management of invested 
funds should constitute the primary con- 
cern of every corporate fiduciary. This is 
being recognized and met by banks by the 
employment of highly trained statisticians 
and investment specialists whose whole time 
and effort are given to the securities held as 
fiduciary. Money spent in building up a 
strong resourceful investment department 
yields a handsome return to the bank able 
to do it. Indeed, it may be said that it is 
the duty of the bank seeking to act as fidu- 
ciary to develop as strong an investment de- 
partment as circumstances will permit. The 
efforts of the group, with their divergent 
points of view, lend themselves to results 
that emphasize the superiority of the corpo- 
rate fiduciary in the meeting of this essential 
function of the trustee—the investment of 
funds and the management of securities. 

The trends of the past few years have 
made the task of caring for investments a 
difficult one. In the past, the comparatively 
few securities available for trust investment 
made the investing of trust funds relatively 
simple. The rapid development of corporate 
activity during the few years preceding 1929 
gave rise to many complexities and resulted 
in the issuance of types of securities not be- 
fore used. The simple mortgage bond and 
debenture have many variations of rights 
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and privileges, and preferred and common 
stocks are cloaked with definitions and limi- 
tations not before encountered. These tech- 
nical variations were of comparatively little 
consequence in more prosperous times, but 
now, when securities have to stand the test 
of adversity, they assume paramount impor- 
tance. 


Investment Problems Confronting Trust 
Officers 

The conservative investment of yesterday 
is today shrouded with uncertainty. Fed- 
eral long-term obligations have at times 
shown wide fluctuations. Some municipal 
obligations have been defaulted. Railroad 
bonds of the highest grade are now in some 
instances barely earning their interest. Se- 
curities of lesser grade have been placed in 
the category of speculation. Many vexing 
questions confront the trustee. Shall he con- 
tinue to hold a security that he feels is 
sound but temporarily depressed? Shall he 
exchange a security that has, he feels, not 
a favorable outlook for one admittedly some- 
what speculative but which he feels has good 
possibility of appreciation, or shall he sell, 
take a loss, and buy a gilt-edged security? 
What shall he do with stocks bought or re- 
ceived at considerably higher prices? Shall 
he hold, sell and buy other equities, or sell 
and buy high-grade bonds? These and many 
other problems confront us today in addition 
to the ordinary investment problems. 

Sound securities should, I submit, be re- 
tained as a general rule, if such retention 
does not deprive the life tenant of reasonable 
income. The restoration of business will 
cause a fundamentally sound security to re- 
gain its investment rating. As to whether 
a security should be retained where the out- 
look is not favorable, there should be little 
hesitation in deciding to sell. What should 
be purchased with the proceeds? Should an 
attempt be made to regain the loss by pur- 
chasing a speculative bond or a common 
stock? ‘There is, generally speaking, no such 
thing as a switch, so-called. There are two 
transactions: the sale of one security, and 
the purchase of another. The sale of a spec- 
ulative security does not, as is often alleged, 
justify the purchase of another speculative 
security. This is a fundamental rule some- 
times overlooked by the trustee. Of course, 
in those states where by statute a list of 
securities legal for trust funds prevails, this 
temptation to buy a speculative security will 
not exist. But in those states which give 
wide latitude to the trustee or where invest- 
ment powers in the instrument are broad, it 
sometimes requires great courage to sell a 
bond at a loss and not to purchase a low 
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grade bond to attempt to make up the loss. 
Where stocks are purchased for trust funds, 
and in many of our eastern states they are 
used in varying proportions, the sale of a 
depressed bond may be offset by the purchase 
of a high-grade stock. 


Common Stocks and Diversification 

The matter of retention and purchase of 
common stocks for trust funds is one that 
offers the trustee much food for reflection. 
A great many competent trustees believe that 
the use of common stocks in trust funds, 
where the circumstances surrounding the 
trust are favorable and in moderate amounts, 
is justifiable. But each trust must be treat- 
ed on its own merits and in no sense can the 
promiscuous use of common stocks be ad- 
vocated. The comparatively small trust 
should of course be invested only in high- 
grade bonds and mortgages. 

The large trust may, if desired, use stocks 
in moderation when they can be purchased 
on a favorable basis. But, even in the large 
trust, stocks if used at all should be pur- 
chased in moderation and be well diversified 
as to company, industry, ete. Diversifica- 
tion is, of course, a primary investment pre- 
cept, both as to bonds and stocks. Unduly 
large blocks of even the highest grade secu- 
rities should be avoided. Our present expe- 
rience proves the strength that lies in diver- 
sification and the dangers in undue concen- 
tration. Types of securities, companies, in- 
dustries, maturities and geographical loca- 
tions are some of the factors that should be 
considered in aiming at diversification. 


Real Estate Mortgages and Defaulted Bonds 
The position of the real estate mortgage 
at the present time is one that is giving cor- 


porate trustees much concern. In the face 
of the rapid deflation in real estate prices 
in different parts of the country, the security 
behind the mortgage has been severely tested. 
Mortgages hitherto regarded as amply secured 
are being questioned. This is particularly 
true of the large mortgage on the business or 
apartment building, the small mortgage on 
the small and medium sized home still re- 
taining, I believe, its prime investment rat- 
ing. But it is no longer true with any mort- 
gage that the trustee can place it in a trust 
and forget any possibility of shrinkage. It 
has been the practice of some trustees to in- 
vest small trusts of say up to ten or fifteen 
thousand in mortgages, sometimes possibly 
in one mortgage. If this mortgage is in de- 
fault, the trust suffers severely from the 
failure on the part of the trustee to diversify. 


The subject of real estate mortgages leads 
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inevitably at the present time to a considera- 
tion of deposit agreements and reorganiza- 
tions. Real estate bonds have unfortunate- 
ly experienced a high mortality, possibly 
more than any other type. 

The attitude of the trustee with a de- 
faulted bond is one of many problems. Shalt 
he sell if possible or shall he continue with 
the situation and try to help work it out? 
How many of us have struggled for years 
with a bond which we might better have 
sold years ago? Shall the trustee deposit 
with a bondholders’ committee at once, or 
shall he wait? If there is more than one 
committee, which shall he follow? Defaults, 
bondholders’ committees and reorganizations 
involve a vast amount of technical knowl- 
edge and, if possible, I believe the bank will 
do well to have all such questions handled 
by one man or group. Each situation should 
be carefully studied and action taken only 
after deliberation. It is usually better for 
the trustee to wait and not be in too much 
of a hurry to deposit. The powers of a com- 
mittee, the personnel and the possible ex- 
pense involved are things to be watched 
among others. Where the bank is in doubt, 
the advice of its correspondents may be 
sought. 

The present situation shows that the trus- 


tee cannot with safety place the small trust 
entirely in one mortgage, or even in two or 


three mortgages, and not endanger it. What 
shall he do? Possibly a participation in a 
group of mortgages is the answer, or per- 
haps the participation in a fund of miscel- 
laneous securities may be the desirable solu- 
tion. The internal investment trust is being 
successfully used by several banks. ‘Some 
trustees are beginning to wonder if, after 
all, the government bond may not be the 
ideal investment for the small trust. That 
conclusion certainly has much to commend it. 


Interests of Life Tenant and Remainderman 

In investing for a trust, the interests of 
life tenant and remainderman should of 
course be harmonized. The life tenant will 
demand income; the remainderman safety or 
appreciation. The temptation to favor the 
life tenant is always with the trustee, and 
should be met with firm determination. The 
life tenant must be content with such income 
as is compatible with reasonable safety of 
principal, and the remainderman must recog- 
nize the right of the life tenant to a reason- 
able income. Some trustees have perhaps 
paid too much attention to the importuning 
of the life tenant, particularly in holding a 
security that should not have been retained. 
it is well to keep before us continually the 
fact that shrinkage of principal affects the 
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of Providence 
remainderman and cannot always be excused 
by the fact that the retention of certain se- 
curities was approved or directed by the life 
tenant, unless the document so provides. 

A very real problem is offered to the trus- 
tee by the trust which comes to him today 
which was not true in more prosperous times. 
Let us assume a trust of, say, $100,000, with 
50 per cent common stocks and 50 per cent 
bonds and preferred stocks. The common 
stocks include unduly large blocks of both 
high-grade and speculative stocks, and the 
bonds are of varying size blocks; some good, 
some speculative and some very poor. The 
investment powers give the trustee sole dis- 
cretion without limitation. 


What should the trustee do in taking over 
the account? Shall he sell all bonds that do 
not measure up to the highest tests at the 
moment and purchase those bonds that do? 
Shall he hold bonds that seem sound and 
offer promise of regaining their position and 
sell only those bonds that are of distinctly 
low grade, even though he feels that with a 
better bond market these low grade bonds 
will be the first to improve? Shall he sell 
all the preferred stocks, or shall he hold 
those he regards as good and sell the inferior 
ones, although he knows that these inferior 
stocks, or part of them at least, may be the 
first to recover? What shall he do with the 
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common stocks? Even though we may not 


approve of common stocks for trust funds, 
or if at all a very sparing use of them, the 
fact remains that most estates contain many 
stocks and often, if not usually, some de- 
cidedly speculative stocks. 


Tests as to Discretionary Authority 

These are very real questions and among 
those that we are meeting every day. The 
easiest thing to do is for the trustee at once 
to sell all securities not of the highest grade 
and to purchase the highest grade securities 
in proper proportions and with proper di- 
versifications. He thus starts with an ideal 
trust of $100,000 and an income of say $5,000. 
The income of the securities that came to the 
trustee was, say, $8,000, and the beneficiaries 
had become accustomed to a scale of living 
based on that amount of income. Is the 
easiest way the fair way? The answer is not 
an easy one. What would the trustee’s time- 
tried leader, “the reasonably prudent man 
acting under similar circumstances,” do? 

Appreciating the obligations imposed by 
his position as fiduciary, he certainly would 
not speculate. He would buy only high-grade 
securities. But is he speculating if he re- 
ceives and continues to hold speculative se- 
curities? The most difficult problem of trust 
investments is what and when to sell those 
securities that are received by the trustee. 
I do not believe that a trustee with due 
regard to his obligations to his trust can 
ruthlessly dispose of securities simply be- 
cause they are not of the sort he would buy. 
But on the other hand, neither can a trustee 
continue to hold securities simply because 
the instrument gives him power and pr- 
tects him from liability if he does hold them. 

Our criterion, the reasonably prudent man, 
would of course, upon receiving a trust, make 
a detailed analysis of all of the securities 
comprising the account. It is sometimes diffi- 
cult to get accurate information, but if avail- 
able the trustee must acquire it. If reliable 
information cannot be obtained on any se- 
curity, that fact alone is, I submit, a suffi- 
cient reason for selling it. If statistical serv- 
ices, such as Moody or Standard Statistics, 
are not available in the trustee’s office, he 
should consult other reliable authority. Neg- 
lect will never excuse a trustee. If the cor- 
porate trustee has not an organization suffi- 
cient to furnish investment information, I 
believe that he should seriously consider em- 
ploying one of the organizations that make 
a business of giving investment service. I 
believe that there are several organizations 
that now make a business of furnishing in- 
vestment advice to trust departments. Recent 
tendencies indicate that the corporate trus- 
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tee, holding itself out as it does and soliciting 
trust business, will possibly be held to a 
higher degree of care than the individual 
will be. But greater than legal liability, if 
we accept a trust we assume a moral obliga- 
tion that must be met with a true conception 
of our responsibility. 


Taking Over Trust of Miscellaneous 
Securities 

But let us return to our trust fund. I am 
assuming that we have familiarized our- 
selves with the tax status of the beneficiaries, 
their reliance on the income from this trust, 
and other collateral factors that have a 
bearing on our problems. Opinions will differ 
as to what to do with this trust and some 
opinions will be as good as others which give 
a somewhat different conclusion. It is the 
trustee’s duty to conserve rather than to 
create. To attempt to manipulate securities 
held in a trust fund to secure appreciation 
as a primary objective is to verge on specu- 
lation. Such appreciation in value as may be 
obtained without subjecting the fund to a 
speculative risk is of course desirable and 
indeed in line with the trustee’s duty. 

Many times have we valued high-grade se- 
curities, both bonds and stocks, at a figure 
considerably lower than one we had grown 
accustomed to regard as the real value, only 
to find months later that our initial value 
was a high one. And yet we must recognize 
that today’s prices are far below those that 
would prevail under reasonably favorable 
conditions, and we must also agree that a 
reasonably prudent man would, as far as he 
felt he could, retain good securities even 
though perhaps he would not buy securities 
in such proportions for a trust fund. May 
we not say that to sacrifice securities ruth- 
lessly is as imprudent as to buy at inflated 
levels? I know of no problem so difficult of 
solution as that involved in taking over a 
trust fund of miscellaneous securities in a 
market such as we have been having. 

The high-grade bonds should be retained 
in blocks of say 4 per cent each, having due 
regard of course to diversity of industry, 
geographical situation and maturity. Bonds 
of lower grade could, under the same limi- 
tations, be retained until such time as they 
may be disposed of on a reasonable basis. 
Some will say that high-grade preferred 
stocks should be retained indefinitely. Others 
will claim that the preferred stock has little 
if any place in a trust fund. If retained at 
all, high grade preferred stocks should be 
retained in small blocks of say 4 per cent. 
Preferred stocks of lower grade should be 
held only until they may be disposed of to 
advantage. A non-dividend paying preferred 
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or common stock should, I believe, as a gen- 
eral rule be sold. Only the high grade com- 
mon stocks should be held; those not meeting 
the test of strong position, good history and 
capable management should be sold within 
a reasonable time. Large blocks should be 
reduced and the usual tests of diversification 
applied. 
Close Scrutiny and Appraisal 

Having arranged the account for the mo- 
ment, an ultimate goal should be set up. 
Proportions of long and short time bonds, 
preferred and common stocks will be vari- 
ously treated, but until the account is finally 
put in somewhat the proportions we desire, 
it should be flagged for frequent attention. 
Some accounts by the nature of the securities 
will need far greater attention than others 
although of course none can be neglected. 
We must be careful to treat all accounts 
alike unless there are mitigating circum- 
stances. If we dispose of a security from 
one account because of some factor affecting 
it, we should of course consider disposing of 
that security from all accounts. 

The handling of investments constituting 
as it does such a considerable portion of a 
trustee’s duty, all trust department execu- 
tives should, I believe, become security- 
minded. Only a comparatively few can be- 
come expert, but we can all give our atten- 
tion and not, as is frequently the case, hide 
behind the thought that the investment prob- 
lem is one for the investment personnel alone. 
Recognition of this will prove valuable and 
the results merit considerable effort to bring 
it about. 

The co-relation of the activities of the 
various officers and clerks in trust depart- 
ments is one offering a real problem and 
particularly as it relates to the handling of 
investments. Too often do we see the re- 
sults of a failure to give responsibility to 
those capable and a failure to assume re- 
sponsibility by those who should. The sub- 
dividing of investment responsibility is, I 
feel, productive of splendid results provided 
of course the efforts of subordinate individ- 
uals or groups can be guided by senior offi- 
cers and trust committees. 

I question seriously the desirability of giv- 
ing individual effort too much latitude, and 
I believe that this is a great problem to the 
corporate fiduciary and one apt to be over- 
looked. Group effort is one of the advan- 
tages of corporate trusteeship. We must not 
dissipate it by giving too much scope to the 
individual. It is the senior officers and trust 
committee who must outline policies. All 
(rusts should come under the review of 
senior officers if possible, not as individuals 
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but as a committee. Securities for invest- 
ment should be approved by the trust com- 
mittee, and no deviation permitted except by 
approval of a senior officer to meet a special 
situation. 

Certain groups should study securities as 
securities, others, securities as relating to a 
particular account. Factors seriously affect- 
ing a certain security of course call attention 
to that security, generally speaking without 
regard to the nature of the account in which 
it is held. On the other hand, proportions 
and the decision as to the inclusion or reten- 
tion of a given security in any one account 
should be viewed in the light of that account. 
These two approaches should, in my opinion, 
as far as possible be handled by different 
groups. 


Working Toward Definite Goals 

Periodic review of accounts is of course 
fundamental. Some accounts, by their na- 
ture, need frequent review, others less often. 
In the first instance, each account should be 
reviewed by an individual, several if pos- 
sible, each acting alone, then reviewed by a 
committee with the individuals present to 
state their case. In the review of the securi- 


ties in an account, the individual who is in 
contact with those interested in the account 
should be present to give the background of 
the account to the committee and in turn to 


be able to explain to those interested in the 
account the reasons for action taken. 

We find then that in the successful han- 
dling of trust investments we must have a 
true conception of our legal and moral re- 
sponsibility, a general well-defined policy of 
conservative effort and a capable and smooth- 
ly functioning organization of security- 
minded executives and competent investment 
personnel. The account must be analyzed, a 
goal set, and unrelenting effort made to 
achieve the desired result of security of prin- 
cipal and assurance of reasonable income 
Different points of view must be brought to 
bear upon the securities in the account and 
upon the account as a whole. Group effort 
must supplement individual activity. 


The corporate fiduciary has met the chal- 
lenge of our economic stress with a high 
degree of success. The fundamental invest- 
ment conceptions of the corporate fiduciary 
have proven their worth. Corporate fiduci- 
aries have made mistakes, of course, and will 
inevitably make others, but in the main the 
stewardship imposed by trusteeship has been 
well fulfilled. We have pointed with pride 
to the growth of corporate trustees in the 
past and we shall, I believe, with pardonable 


(Continued on page 644) 
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SOME “OLD-FASHIONED” ADVICE FOR DEJECTED AND 
HARASSED BANKERS 


A TIME FOR HONEST SELF-EXAMINATION AND COURAGE 
REV. ALFRED BRITTAIN 


Stamford, Connecticut 


(Epitor’s Note: Several months ago the author of the following article wrote a letter 
to his son who is an officer in a Chicago bank, conveying some sound and straight-from-the- 
shoulder advice. This letter found its way into public print and was reproduced in the February, 
1932 issue of Trust Companies. It made a wide appeal both because of its philosophic 
application to current business and economic conditions and because of its leavening of 
humor. The editor of Trust Companies solicited the Rev. Dr. Brittain to direct his current 
of “‘old-fashioned”’ advice in the same vein for the benefit of “‘poor struggling” bankers and 
business men, which yielded the following generous response.) 


LL this broadcasting of the simple 
letter I wrote to my son a while ago 
has afforded me a little amusement 
and no little amazement. Never dreaming 
of plunging into print, I bethought myself 
to answer with a little bucking up the dole- 
ful bleat received from my son. It was en- 
tirely without premeditation; just writing 
what and as I would have spoken had he 
been here with me. It seems to have hit the 
right spot. Nevertheless I was amazed at 
the publicity given my intimacies; and had 
my name been appended in the various pub- 
lications, would have been amazed at my 
sudden notoriety. However, if it has helped 
to hearten any poor struggling banker or 
broker or business man, I am content. 
Now I am asked by the editor of Trust 
CoMPANIES to give some more of the same 
kind of “old fashioned” advice. I am some- 
what interested to know what the term “old 
fashioned’ denotes. But if trying to view 
matters as they are philosophically is “old 
fashioned,” then I am all that. To my mind, 
here is the nub of the whole situation: to 
be able to view the whole condition as calmly 
as though from a detached position and at 
the same time to fight as courageously as if 
one’s own house were afire. 


Too Many Doctors 
But you must know one cannot duplicate 
on request what has come by spontaneous 
inspiration. I do have a lot of ideas about 
the cause and the cure of our present sink- 
ing spell. So have thousands of other men. 
Maybe that is part of the trouble—too many 


doctors; and they surely do disagree. Any- 
how, no one of us has a right to diagnose or 
prescribe unless he takes his own medicine. 
“Physician heal thyself.’ 

So one of my notions is that the thing 
everybody has to do is to adjust himself to 
the condition as is. Too many of us are just 
hanging around, marking time, awaiting a 
sudden and great recovery. The only com- 
fort some of us find in this vale of tears 
is that we are still holding the paper prizes 
for which we valiently scaled the heights in 
1929. If we think we shall be happy only 
when we again see those stocks float over 
the top, we shall probably go uncomforted 
for a long, long time. 


*‘Capital’’ Must Get Wise to Itself 

Any condition becomes normal, and some- 
what bearable, if it lasts long enough; even 
rheumatism, or sleeping in a room facing the 
Third Avenue Elevated. My idea is to be- 
gin by regarding this as a normal condition. 
Here we are; and it is a mighty fine place 
to get away from. We are in the rough: 
but that is not an entirely abnormal part of 
the game. A golfer can cuss himself, 0! 
somebody else, if he takes a bad slice; but 
that is not going to help his play. Being 
out of luck is just a greater challenge to 
his skill, which comes not without calmness. 
confidence and courage. So we must go on 
from right where we are; not haphazard, 
hit or miss, but closely studying the ground 
to find the best way to get forward. 

To my mind, the one fact that really is 
fraught with menace, and is largely respon 
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sible for the present distress, is that the 
machinery of civilization is getting more com- 
plicated and exacting; but the minds of the 
men running it are not growing any bigger. 
Increasing developments of material power, 
ever widening ramifications of social exi- 
gencies: and, if anything, a lessening of the 
supporting spiritual basis. This cannot go 
on without danger of the structure toppling. 

But such catastrophe is not necessary, nor 
do I believe it impending. Our social and 
economical organization will be changed, 
needs to be reformed; but not by subversion 
and surely not by submersion. Hearing and 
heeding some of the Jeremiahs who today 
are prophesying, one might think we should 
all be prepared to run out from under our 
present business system like rats from out 
a trembling building. Capitalism is a devel- 
opment from the past; and, I believe, bears 
in its nature the only hope we have for 
the future. Only it must get on to itself, 
and learn that its justification must be in 
providing unfailing modern comfort for the 
millions, and not in creating millionaires to 
revel in Olympic grandeur. 


Honest Thinking and Fearless Action 

Surely the call is coming now, clear and 
forceful, to all sane persons to get busy 
shoring up the edifice of our civilization by 
honest thinking, fearless acting and straight 
speaking. And we need to give scat and 
scare to the knaves and nitwits among those 
who are running things, but who in reality 
are doing nothing but running over us, to our 
great loss and discomfort. If these present 
symptoms of decline through infection in the 
body politie can only force us to a thorough- 





going national self-examination, 
worth more than all the sorrow. 

Has it ever occurred to you, in view of the 
hundreds of thousands of men and women 
who have gone through our schools and col- 
leges, how little return they make for the 
gifts they have received? We well know that 
they have received? We well know that 
being exposed to a college course does not 
give title to wisdom. But if every honestly- 
above that of a moron, and whose wits have 
been sharpened by education, had taken such 
careful thought as he could and had given 
such wisely directed action as he was able 
for the welfare of his country, we should 
not be in the mess wherein we 
bemired. 


it will be 


are now 


Pocling Good Sense and Capacity for Work 


Our present state is not the result of 
causes beyond human control. If we see 
dreadful famine stalking through our habita- 
tions, it does not follow drought or flood, 
fire or earthquake. It is the offspring of 
crass and selfish human stupidity. And no 
man is more stupid than he who thinks 
he can secure his own well-being by grabbing 
what he can get without care or thought as 
to how or whether the other fellow is going 
to get his. I think there are comparatively 
few of us who act that way in our personal 
business relations. But conditions of living 
are not now controlled by personal relation- 
ships, but by the swing and force of pro- 
ductive and commercial masses too vast for 
any one man’s hand to control. So mass 


(Continued on page 645) 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 


trust company exclusively. It does 





no commercial banking business 
. . sells no securities. Its entire 
personnel is dedicated to a single 


purpose — the care and manage- 





ment of the property of its clients. 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Street—New York 
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HOW HAS TRUST SERVICE FARED DURING THE 
DEPRESSION? 


CONSERVATISM DEMONSTRATED BY ILLUMINATING FACTS 
AND FIGURES 


FREDERICK R. BEHRENDS 
Vice-president and Trust Officer, California Trust Company, Los Angeles, Cal. 


(Eprror’s Norte: I/t is now demonstrable that trust company management of estates and 
trust funds or property has thus far come through the period of general business depression 
with a record of conservatism and immunity from loss, aside from unavoidable depreciation 
of values, which compares most favorably with the highest type of financial management. 
Mr. Behrends, in the course of his address at the recent Fifth Southern Trust Conference 
at Nashville, submits some interesting comparisons and figures which justify his conclusion 
thal trust service has marched forward unswayed by passing boom or depression, financially 
responsible, conservative in judgment and maintaining its high ideals.) 


HE American people are today keenly 

interested in ascertaining how trust 

companies and corporate fiduciaries 
have acquitted themselves in the administra- 
tion of estates and the execution of trusts, 
particularly as regards investments. Man- 
agement ability of all kinds has been sub- 
jected during the past few years to the most 
tests. Those who may desire to do 
business with trust companies and confide 
their estates or financial affairs to us, want 
to know something of our record during these 
difficult times. 


severe 


For a moment, let us consider the country 
as a whole. On September 1, 1929 bonds of 
domestic corporations listed on the New York 
Stock Exchange had a market value of six- 
teen billion dollars. Stock of similar com- 
panies had a market value of eighty- 
eight billion dollars. On April 1, 19382 such 
bonds had a market value of twelve billion 
dollars, and such stocks a market value of 
twenty-four billion dollars: a shrinkage of 
bond values of 25 per cent and of stock 
values of over 72 per cent. Sear in mind 
the rigid listing requirements of the New 
York Stock Exchange. The securities listed 
on that Exchange represent the cream of the 
securities of the country. 

Today the market value of urban real es- 
tute and the improvements thereon is but 
50 to 70 per cent of the market value of these 
Same properties three to five years ago. Farm 
properties have shown even greater depre- 


ciation in the last twelve years, In the last 
few years consider the changed values of 
our staple crops, cotton, corn, wheat and the 
metals. Within the last year the market 
value of certain Government obligations de- 
clined over 10 per cent and these Govern- 
ment obligations, considered the most stable 
of all investments, have in 12 years fluctuated 
within a range of over 25 points. 


Real Test as to Trust Administration 

No man has escaped. We would be fool- 
ish to claim that the estates entrusted to our 
care have shown no shrinkage. The real 
test I assert and one we welcome is whether 
we have so administered our trusts that the 
under our managements have been 
substantially less affected than those under 
individual control. 

In an address at the 1932 Mid-winter Trust 
Conference in New York, Edward J. Reilly 
stated that 50 per cent of the investments of 
this country were in loans directly secured 
by real estate. All of us outside of New York 
City have very substantial investments in 
such loans. There have been interruptions 
and delays in interest and principal pay- 
ments. There have been foreclosures initi- 
ated and completed. If these loans were con- 
servative when made and were carefully fol- 
lowed through, then our record is clear. 

The Prudential Life Insurance Company 
on December 31, 1931, reported that they had 
foreclosed on but 2.7 per cent of the total 
value of their real estate loans, that a large 


assets 
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number of the properties so acquired had 
been sold at a profit and that on the remain- 
ing properties they felt that if there should 
be losses they would be a minimum. I firmly 
believe that the records of everyone of our 
institutions are better even than that. From 
estimates that have come to me from trust 
officials of all parts of the country, I believe 
that foreclosures on loans made by trust 
companies are not over 2 per cent of the 
total loans that we hold—a most remarkable 
proof of our wise policies. 


Conservatism of Trust Company 
Management Vindicated 

How have we handled the securities that 
have come to us? Again the wisdom of our 
conservative attitude has been vindicated. 
Whenever we have found a fair market we 
have disposed of speculative and unsound 
securities, we have greatly reduced and in 
some cases entirely eliminated our stock hold- 
ings. We have refused to gamble unneces- 
sarily with the future. In all that hectic 
period of speculation we stuck to our last— 
as conservators of estates, who are not en- 
titled to jeopardize estate assets by taking 
business men’s risks. 

It is a peculiar trait of human nature that 
the very ones who abused us most in the 
summer of 1929 for selling certain stocks and 


Vice-president and Trust Officer, California Trust Company 
of Los Angeles 
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investing the proceeds in sound bonds or real 
estate loans are now criticizing us for not 
having sold every share of stock that we then 
controlled. As they were unduly optimistic 
then, so they are improperly depressed now. 
Present market values of securities rarely in- 
dicate intrinsic value. If the company whose 
securities you hold is and has been financially 
sound there can be no reasonable criticism 
of your having continued to hold those se- 
curities. 

We must judge the securities we hold or 
purchase from a long term investment view- 
point. Under those circumstances, it is not 
the market value yesterday, today or tomor- 
row that counts. It is enough if it was 
a sound investment when made, now is sound 
and should continue to be sound. Only if the 
market value of such investments is dis- 
proportionately high should they be disturbed 
and then only if the proceeds can in turn be 
invested at a lower price in an equally good 
security. 


As in times of speculation trust depart- 
ments have sustained the markets for con- 
servative investments when others, through 
greed, were casting them aside. So now we 
believe in and are retaining such securities 
when others, through fear, are flooding the 
markets and driving market prices way be- 
low intrinsic values. During a time when 
the securities markets have been as thin as 
they have been these last two years, these 
investment policies maintained while the es- 
tates were under our control and passed on 
as recommendations when the estates have 
been distributed may well have been the un- 
heralded, unseen barrier against panic con- 
ditions, a barrier behind which the forces of 
courage and sound optimistic belief in the 
future of our country are even now being 
marshaled. 


As a result of that conservative policy, our 
bond accounts show losses of but 10 to 20 
per cent with an average depreciation of 15 
per cent and our stock holding accounts 
losses of but 20 to 40 per cent, with 35 per 
cent as the estimated average. These losses, 
severe as they may be, are approximately 
one-half of the shrinkages in value of the 
securities listed on the New York Stock Ex- 
change. 


Scrutiny of Bonded Obligations 

In these days, when defaulting bond issues 
are not unheard of, the individual bond 
holder is inclined to place a substantial share 
of blame upon the corporate trustee. Rarely 
does the public realize how carefully pro- 
posed bond issues are reviewed by us. It is 
true that at times our judgments have been 
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wrong—that men, who have always had the 
highest of reputations for honesty and good 
business—have failed in either or both of 
these qualities—that enterprises with every 
chance for success, have been forced to the 
wall because of changing economic condi- 
tions. There may be certain types of issues 
which we have accepted that probably will 
not hereafter be viewed with favor by us. 
Those few institutions that have acted as 
trustees under investment trusts are probably 
none too willing so to act in the future. The 
trustee under the occasional ground lease 
bond issue will not accept too many of that 
nature hereafter. Bond issues on single pur- 
pose buildings will be required to show a 
much more substantial margin of safety pro- 
tecting the issue. These are matters that 
have brought substantial, and in many cases, 
unwarranted criticism on some companies. 
But how many of the public realize that for 
every issue that has gone delinquent there 
are tens and hundreds of other proposed is- 
sues of securities that have never gone to 
the public because no corporate trustee would 
permit its name to appear in connection with 
the enterprise. Our care in this respect has 
saved the public hundreds of millions of 
dollars. 

In our capacity as transfer agent, we have 
prevented improper transfers of stock certi- 
ficates. As transfer agent and as registrar 
we have eliminated the possibility of over 
issues of the securities of all companies who 
have sought our services. The great value 
of such trust service to the publie is recog- 
nized by all the stock exchanges in this 
country through the requirement that no 
stock will be listed for sale on such ex- 
changes unless there is a trust company act- 
ing as transfer agent or registrar. 


Corporate as Contrasted With Individual 
Management 
The public and private records are con- 
stantly disclosing estates that have suffered 
severely—in some instances completely lost 
—through the financial irresponsibility of an 
individual trustee, and individual executor, 


administrator or guardian. From the very 
beginning the corporate trustee has been fi- 
nancially responsible. Through our efforts. 
state and national laws have established 
minimum requirements as to our capitaliza- 
tion and have safeguarded the investment of 
our capital assets. In addition to our own 
care in operation, we have welcomed, and in 
many instances demanded regular examina- 
tion by examiners representing our national 
and state governments. Laws have been 
passed with our approval that have limited 
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and defined the securities in which we may 
invest the funds of the various estates en- 
trusted to us, in all instances, other than 
those where the creator of the trust has given 
us broader powers for specific purposes. We 
recognize that our organizations are perform- 
ing a public service and as such should have 
official supervision by the proper authorities. 

Out of the various opportunities that have 
come to each of us we have chosen the pro- 
fession devoted to trust service. Some may 
be called pioneers in that service. While we 
have no written code, I know of no calling, 
no profession that has a higher code of ethics 
and certainly there is none that puts in ac- 
tual every day practice not only the letter 
but the spirit of that code. These ideals 
have come to us from our pioneer trust men 
who have so impressed them upon our grow- 
ing membership that they can never be for- 
gotten. 

That the public recognizes all of this is 
proved conclusively by the fact that even 
now in these trying times new business is 
coming to us in volume, which if appraised 
by market values of three years ago, would 
have broken all of our previous glorious 
records. And so we march on, unswayed by 
passing boom or depression, aggressive in 
administration yet conservative in judgment, 
financially responsible, human and sympa- 
thetic, inspired by high ideals, devoted to 
our profession of service to the public. These 
are the characteristics that have brought 
us through these last three years with ban- 
ners flying—that have proved to the public 
our ability to serve in that most difficult of 
positions—the performance of all types of 
trust service. 


oo 9 


ALTRUISM IN WALL STREET 

The following provisions are culled from 
the will of a Wall Street broker which was 
recently probated: 

“To my son I leave the pleasure of earning 
a living. For thirty-five years he has thought 
the pleasure was mine. He was mistaken. 

“To my daughter I leave $100,000.00. She 
will need it. The only good piece of busi- 
ness her husband ever did was to marry her. 

“To my valet I leave my clothes he has 
been stealing from me regularly for the past 
ten years. Also my fur coat that he wore 
last winter when I was South. 

“To my chauffeur I leave my cars. He 
almost ruined them and I want him to have 
the satisfaction of finishing the job. 

“To my partner I leave the suggestion 
that he take some other clever man in with 
him at once if he expects to do any business.” 





TRUST COMPANIES 


Any trust 


BURROUGHS 
TRUST 
MACHINE 


accounting system can benefit by 


Among special Burroughs features which 

save time and promote accuracy and neat- 

ness is the key which permits correcting 
amounts before printing or adding. 


° ° ad 


OTHER NOTABLE ADVANTAGES 


Totals and balances printed by one depres- 
sion of the balance key. No copying, figure 
by figure, from adding dials. 


Flat surface for quick insertion and accurate 
alignment of forms. Cylinder platen for 
speed in posting. 


Decreases are automatically subtracted and 
marked by minus symbol. 


O. D. balances designated by symbol, in red. 


Carriage automatically tabulates and aligns 

dollars under dollars, and cents under cents 

—no decimal tabulator keys to select and 
depress. 


Keyboards—typewriter and adding machine 
—condensed in small area for efficient 
operation. 


Complete date—month, day and year— 
printed automatically. 


Closed accounts automatically designated 
by the symbol ““O”—prevents using previous 
balance. 


BURROUGHS 


TIME-SAVING 
ADVANTAGES 


Regardless of a trust department’s account- 


ing system, Burroughs Trust Machine 
provides special Burroughs features, many 
of them automatic, that make posting 


faster, simpler and easier. 


Trust officers, especially, appreciate the 
neat, accurate, up-to-date records furnished 
by this new Burroughs machine .. . as well 
as the practical, definite economies it 


effects in time, labor and expense. 


For full particulars, telephone the local 
Burroughs office, or write Burroughs Add- 
ing Machine Company, Detroit, Mich. 


Burroughs 





THE 


NEW CHALLENGE TO AMERICAN 


BANKERS 


A PLATFORM FOR RECONSTRUCTION AND SOUND PRACTICE 


W. A. McDONNELL 
Vice-president, Bankers Trust Company of Littie Rock, Ark. 


(Epiror’s Norte: 


Here is a straight-from-the-shoulder message from an experienced 


and level-headed banker to his fellow bankers. He does not mince matters and what lies ahead 
to restore American banking lo safe and sound foundations, to preserve that which has been 
tested and withstood the fire and to discard methods, practices and policies born of frenzied 
inflation. Especially he urges return of commercial banks to the old moorings of commercial 
banking and cooperation among bankers not as a sentiment but as an economic necessity.) 


S far as banks are concerned, it ap- 
pears that the storm is over and that 
the period of reconstruction is at 
hand. Not even the most pessimistic will 
deny that since the Reconstruction Finance 
Corporation has gone into action the day of 
bank failures in wholesale quantities has 
passed. The figures during the past two 
months show this conclusively. For banks, 
at least, the storm is over. And now that 
it has subsided, let us view the wreckage— 
let us appraise what we have left upon which 
to reconstruct. 
Well. in the first 
same buildings and fixtures: 
we didn’t have quite so much of these assets 
left. We have remaining from sixty to eight 
per cent of our deposits, depending on the 
locality and the fury of the storm. We have 
a note case with a number of the same notes 
we had two years ago. In this file there 
is a higher percentage of slow paper than we 
have had for ten years, and those of us who 
were not very courageous in the matter of 
charge-offs on December 31st last, have some 
nice losses to digest. We have a bond ac- 
count, but it looks rather pale and _ sickly, 
and if it were not for the leniency of the 
Comptroller’s ruling, we might have to do 
a lot of digesting at that table also. We 
have an earning statement. That is a mis- 
nomer ;—it might better be called a_ profit 
and loss statement with the emphasis on the 
loss,—or at best it might be called a “break- 
even” statement. Remember, I am dealing 
in averages and there may be some excep- 
tions 
The Factor of Confidence in Banks 
Last in order, but in reality first in im- 
portance, we have left about two-thirds of 
the public confidence that we had _ before 


have our 
some of us wish 


place, we all 


broke. I do not mean that two- 
thirds of our public have full confidence 
and that one-third has no confidence what- 
ever in our strength and stability. I mean , 
that the confidence of the entire public has 
been diluted by 331/38 per cent. It is now 
only 66 per cent proof, whereas it was 100 
per cent proof. Banks are built on founda- 
tions of confidence and so this loss is in 
reality greater and more far-reaching than 
any in our note file. And this loss is nation- 
wide. No one has escaped. Is there a 
banker whose institution has not felt the 
lash of Dame Rumor’s tongue during the 
past two years? Let him who has been with- 
out a rumor cast the first stone. 

These, then, are what we have left. Have 
I painted too dark a picture? Possibly so 
for some, but for others, not dark enough. 
We are dealing in averages. I understood 
that the area of a cyclone is shaped like a 
huge circle; on the edges the storm is ter- 
rific—in the center all is calm. The storm 
is over—we have something left—we want 
to reconstruct. How shall we go about it? 


the storm 


Real Courage Will Be Necessary 


Right here, let me say this: It is going to 
take a lot of courage to be a banker in this 
period of reconstruction. It takes courage 
to hold a bear by the tail. It takes courage 
to rebuild. Kipling stated that very clearly 
in one of his best poems when he wrote that 
one of the attributes of manliness is to be 
able to “see the things you gave your life to 
broken, and stoop and build them up again 
with worn out tools.” Of course, with us 
the tools are not necessarily worn out— 
rather they have been sharpened and tem- 
pered in the forge of our experience. It 
is fair to assume that surviving bankers have 
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the necessary courage for this task. If we 
did not, we would not still be bankers today. 
How, then, shall we go about this recon- 
struction? 


Looking at the Earning Statement 


Let us first take a look at our earning 
statement. I believe it is the duty of every 
banker today, as the first step in rebuilding, 
to immediately adjust his expenses to a point 
where they are below his earnings on the 
basis of his present deposit level, leaving 
enough margin to take care of existing known 
losses and the normal amount of future 
losses. To do this at once is our bounden 
duty to our depositors, to our stockholders, 
to ourselves. Some bankers have already 
done that. If so, very good; but make sure 
you are not deceiving yourselves about it. 
You will notice that I said this adjustment 
must be made on the basis of the present 
existing deposit level. Your deposits will 
come back some day, but believe me, it is 
going to be a long, slow process. Depositors 
who have had the wits frightened out of 
them don’t rush back in with it all at the 
first waving of the stars and stripes of a 
hoarding campaign. 

Then, too, we must remember that a lot 
of paper wealth has disappeared and the 
money just isn’t out there to be brought 
back. So no matter what your deposits were 
in 1929, you have got to set up your expenses 
on the basis of what they are now and no 
more. This, then, is our first premise: Ex- 
penses must be immediately reduced to a 
point below earnings, with enough margin 
to absorb losses. I haven’t said that the 
margin must be immediately great enough 
to pay dividends. For some of us this is 
possible; for others it would he foolish to 
even try. We must get every dollar’s worth 
of bad paper out before we think about divi- 
dends, and our stockholders should be pa- 
tient. They must realize that we have done 
a good job in keeping the old boat floating 
during this storm, and they must give us 
time to bail out before setting sail. 


Service Charge and Interest on Deposits 


A corollary to this first premise is this: 
We can’t earn enough from interest alone to 
pay reasonable expenses and absorb losses. 
It just can’t be done any more—that is one 
lesson we have surely learned. This leads 
into the whole field of service charges, ex- 
change and float charges, ete., which I shall 
pass over without comment. If there is a 
banker left who can make a profit out of 
banking, which is fair and commensurate 
with the risks involved, without these 
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charges, he has a system which is either 
ten years ahead of the times or five years 
behind them. The chances are ten to one 
that he is behind. 


Another corollary to the same premise is 
this: You can’t pay as much for your raw 
material as the price at which you sell it. 
There must be at least enough margin to 
cover expenses. This sounds too simple to 
be worthy of its statement. And yet it is 
exactly what most of us have been doing up 
until recently, at least. Even a peanut ven- 
dor has enough sense to know that if a bag 
of peanuts costs him 4%c. he can’t make 
any money by selling it at 5c. when it costs 
him one-half of a cent a bag to keep steam in 
his whistle. And yet the bankers of this 
country have tried to make money by pay- 
ing for deposits a price which, when added 
to administrative costs and the inevitable 
percentage of losses, amounts to more than 
the price at which they can sell those de- 
posits in the form of credit. And by far 
the most inane thing some of us have done 
is in the way of paying interest on public 
funds—funds that we know are temporary 
and sure to be withdrawn at a time when 
we can stand it least. In this period of re- 
construction banks should stop paying in- 
terest on public funds. except in some few 
cases of a rare type. You can’t make money 
that way. 


Dealing With Losses in the Note Case and 
Bond Accounts 


My second premise concerns the note case 
and the losses which are in it now and which 
will inevitably continue to creep into it as 
long as we are in the business of lending 
money to human beings. I shall state it 
in this way: In this period of reconstruc- 
tion we should adopt the policy of paying 
the piper as we dance. In other words, 
we must take our losses as we go. Losses 
which have been allowed to accumulate as 
the result of a weak-kneed charge-off policy 
have caused more banks to close than runs 
based on wild rumors and hysteria. 

Right here let me state this: A lending 
officer is usually a poor judge of when a loss 
needs to be charged off. He will usually be 
prone to look at it through rose-colored 
glasses of self-justification. In our bank 
we have found it very useful to call upon a 
committee from our directors, none of whom 
are active officers, and a majority of whom 
are of Scotch descent, to take a critical look 
at our notes at the end of each year. 

The next premise in banking policy during 
the period of reconstruction concerns the 
bond account, and it can be stated thus: 
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TRUST 


When it comes to buying bonds, the banker 
should not be ashamed to ask for advice, and 
unprejudiced. Of course, we would have had 
be sure the advice you get is seasoned and 
some losses in our bond account during this 
depression, even if we had used the utmost 
of caution and discretion in their purchase. 
But a great deal of the losses which have 
been suffered, especially by the smaller banks, 
could have been avoided if they had first 
sought advice—seasoned and unprejudiced. 
By seasoned advice, I mean, of course, ad- 
vice emanating from a source with a long 
record of successful achievement. By un- 
prejudiced advice is meant advice from a 
concern which has no other interest in seeing 
you buy a certain bond than the small cus- 
tomary commission for handling the sale 
and purchase. 

A bond house, investment affiiliate of a 
bank or any other type of concern which has 
underwritten or purchased an issue of bonds 
and has those bonds on its shelf cannot give 
unprejudiced counsel concerning a bond of 
that issue. Do not misunderstand me. I 
hold no brief against investment affiliates 
or bond houses which originate issues. We 
have an investment affiliate in our bank, and 
when properly conducted they serve a very 
useful and necessary purpose. I do mean 


to say, however, that a banker before buying 


a bond should get the advice of one who 
hasn’t his money tied up in it. 

I believe that as a general rule small out- 
lying banks should make their bond pur- 
chases through or on the advice of their city 
correspondents or a conservative investment 
banker or counsellor. If there is one fact 
concerning bonds which the country banker 
should have learned during these years, it 
is that seasoned, high-grade securities will 
not stand the distribution expense involved 
in having a salesman scour the country dis- 
tricts in order to sell one or two bonds to 
seattered banks. Pick out one correspondent 
bank or investment banker or counsellor and 
consult him regularly as you would your 
physician. In this period of reconstruction 
let us not be ashamed to ask for advice. 


Public Relations 

And now, what about public relations dur- 
ing this period? Have we learned any les- 
sons from which we should profit? Yes, we 
have learned this: The average member of 
our public knows very little about banking, 
and that ignorance causes him to run with 
fear during a depression. If we are to avoid 
another such cataclysm we must enlighten 
the public in language which it can under- 
stand as to the functioning of a commercial 
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bank and the relationship of banking to a 
community. This will require some invest- 
ment in money, more in the way of time, and 
most in the way of patience and tact. 


Let us not try to save too much on adver- 
tising—we may be penny wise and pound 
foolish. Let’s take the time and have the 
patience to tell our customers more about 
our institution. I do not mean bluebird stor- 
ies about service, the friendly smile, ete., 
I mean that we should tell them about our 
financial statement, the theory of commercial 
banking and the functions of a commercial 
bank. We must explain that the commercial 
banker occupies a place similar to that of a 
judge and that every day he holds court. On 
the one side are those who have placed in 
his hands their stored-up labor; on the other 
side, those who would borrow it. It is up to 
the banker to make decisions which are fair 
to both sides. 


Back to Commercial Banking 


The next plank in my reconstruction plat- 
form is general in its nature. It really em- 
braces the specific points which have been 
mentioned and many others which might have 
been. It is simply this: Commercial bankers 
must get back to commercial banking. We 
must leave investment banking to investment 
bankers, financing of stocks to stock brokers 
and promotion schemes to the entrepreneur 
or promoter. We have been doing some of all 
these and we must quit if we are to rebuild 
on a firm foundation. 

Remember, I am not against investment 
affiliates nor am I against real estate loan 
departments. Long term loans are all right 
for such departments but that does not jus- 
tify long term loans in the commercial bank- 
ing department. The principles of sound 
commercial banking have not changed. The 
trouble is we haven’t adhered to them strictly 
and we have gone through a period when 
aberrations have been quickly and severely 
punished. We have been volume-mad. We 
have made loans simply to get deposits. We 
have been actuated by the fear that our com- 
petitor would show greater deposits than we 
could. We have placed ourselves in the 
anomalous position of being the only type of 
business man in existence who boasts of his 
liabilities. Deposits are liabilities. We have 
all had this thoroughly impressed upon us 
recently. 

We must get back to first principles— 
simple principles. I believe that every bank 
officer whose duty it is to lend money should 
have a card about his desk where he will see 
it many times each day, and on that card 
should be printed two sentences: (1). I am 
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a Lawyers Mortgage Company has 
been in business pat SS or 38 
years because—like any truly successful 
business — it renders a valuable service 
for a moderate charge. 


This service consists in furnishing the 
experience and judgment to select good 
mortgages, in paying our investors their 
interest the day it is due, in attending to 


all details during the life of the mortgage, 


and in guaranteeing the ayment of every 
mortgage held by our ft eg This ser- 
vice, for which the Lawyers Mortgage 
Company receives 4% per annum as a 
Guarantee Premium, is the most favor- 
able contract issued to investors in any 


financial field. 


We offer Guaranteed Mortgages and Cer- 
tificates to net 514% guaranteed. You may 
begin with $100 or more. 


LAWYERS MORTGAGE 


COMPANY 
Capital and Surplus $22,000,000 Richard M. Hurd, President 
345 Madison Avenue, at 44th Street, New York City 


Branch Offices: Brooklyn 


in a business of short term credits. (The 
words “short term” should be underscored. ) 
(2). The money I am lending is stored-up 
labor. Is the loan which I am about to make 
a fair investment for the depositor who en- 
trusted it to my care? 

We must remember not only that commer- 
cial banking is a business of short term 
credits, but also that its primary function 
is the extension of credit to businesses. The 
extension of this credit presupposes on the 
part of the borrower adequate capital to 
carry him or it over normal seasons, plus 
honest and capable management. If any of 
these qualifications are missing the loan is 
not one for a commercial bank, although it 
may be perfectly safe. 

In conclusion, let me say this: In this re- 
construction period bankers hold hands 
tighter than we have heretofore. Cooperation 
among banks is no longer a sentiment—it 
has become an economic necessity. An ade- 
quate return on our capital is virtually im- 
possible without it. Self-preservation will 
be difficult without it. We all know what 
the present trend in banking is. Read the re- 
vised Glass Bill now before the Senate and 
the recommendations of Comptroller Pole 
concerning branch banking. The trend right 
new is toward either a banking system such 


Jamaica Mount Vernon 


as that of England and Canada or a modifica- 
tion of it in the form of a unit system under 
the supervision—some think it might be 
domination—of the Federal Reserve System. 

There is a serious threat against the dual 
system—national and state—upon which the 
banking of this country has been built. And 
the trend is that way because there is a feel- 
ing on the part of some of our lawmakers 
that the independent system has failed. Per- 
sonally, I do not think this system has failed, 
but I do think that the independent unit sys- 
tem, as meaning a system of independent 
units going it along, has become a thing of 
the past. If this system is to live it must 
become a system of interdependent units, 
closely cooperating through city and regional 
clearing houses, state sectional and national 
associations. 

It is not enough for us to point out that 
the record of bank failures does not com- 
pare unfavorably with the record of business 
failures—that only about 10 per cent in num- 
ber of our banks have failed in the past two 
and one-half years, and that only 2 per cent 
or 3 per cent of the total bank deposits of the 
country were involved. The truth is that the 
public is virtually demanding that there be 
no more bank failures at all. The future pre- 
sents to us both challenge and opportunity. 
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The great streams of money that constantly 
flow through the gigantic financial institu- 
tions of New York demand the utmost in 
protection. To the imposing list of New York 
banks that enjoy the security of York Vaults 
another important name is now added « + —— 
The First National Bank of New York. * Wow Unoer CoksrRUeTE Pe 


* 


Regardless of its size, your bank, 
too, can. enjoy the same skill and 
experience in vault construction 





that have made the name of York 
preeminent throughout the 
world. We will gladly confer 
with you regarding the type and 


size of vault your bank requires. 
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AMERICA’S PIONEER LIFE INSURANCE TRUSTEE 


TRUST COMPANY 
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LIFE INSURANCE: TRUST MOVEMENT ENTERS UPON 


NEW STAGE 
SECOND DECADE WILL BRING REFINEMENTS OF SERVICE 
AND COOPERATION 


GILBERT T. STEPHENSON 
Vice-president, Equitable Trust Company, Wilmington, Delaware 


(Epiror’s Norte: 


Mr. Stephenson appraises the life insurance trust movement both 


in retrospect, covering the first decade, and endeavors to trace the development of this com- 
paratively new type of protection during the coming ten years. He says that the pioneering 
stage is past and that the life insurance trust has come to be accepted as a normal mode of 


settlement. 


Mr. Stephenson in speaking to the Boston Life Insurance Trust Council also 


submits some interesting facts in contrasting life insurance and trust company investment 
management, comparisons as to income averages and safely of principal.) 


RGAN:iZED cooperation between life 

insurance companies and trust insti- 

tutions is now at a turning-point— 
not the turning-point, for there will, no 
doubt. be many other turning-points as the 
movement progresses. We are now at the 
end of the first and at the beginning of the 
second decade of active cooperation. To be 
sure, life insurance trusts have been known 
the past sixty-three years, but until ten years 
ago they were occasional and independent of 
any cooperative effort of life insurance com- 
panies and trust institutions. 

Conscious and purposeful cooperation be- 
gan about 1922. As might be expected of any 
new thing, the life insurance trust was 
gsreeted with misgiving except by its pro- 
ponents, on the part of both life insurance 
men and trust men. In the course of a few 
years, however, when it was seen that the 
life insurance trust did fill a real economic 
need, a wave of enthusiasm overspread life 
insurance and trust circles. Joint meetings 
of life insurance and trust men were held. 
Life insurance men addressed trust meetings 
and trust men addressed life insurance meet- 
ings. Presidents of banks and trust compa- 
nies issued statements in behalf of life insur- 
ance; presidents of life insurance companies 
issued statements in behalf of trusts. Life 
insurance organizations and trust organiza- 
tions issued joint statements. 

In such cooperation trust men saw an op- 
portunity to secure trusts to administer but, 
more than that, to secure more liquid estates 
to settle. Life insurance men, no less, saw 
an opportunity to sell more insurance by 


emphasizing income instead of principal but, 
more than that, to offer their policyholders 
a new and, in many instances, a highly de- 
sirable mode of settlement that the insurance 
companies, themselves, could not offer. Co- 
operation gained such momentum that by the 
end of 1930 the Trust Division of the Ameri- 
can Bankers Association was able to report 
that, according to the best estimates obtain- 
able, four billions of life insurance out of 
the hundred billions then in force had been 
trusteed. This, in so short a time, was a re 
markable achievement. 


Latest Aspect of Insurance Trust Development 

Then came the turning-point of which I 
am to speak. By 1931, the newness of the 
trust as a mode of settlement had worn off. 
It had ceased to be heralded as a panacea 
for all the problems of insurance settlements. 
It had largely lost its news-value in life in- 
surance and trust circles. Mr. Ganse, presi- 
dent of this Council, stated the present situa- 
tion succinctly at our Mid-Winter Trust Con- 
ference in New York last February, when 
he said that the whole scheme of trusteeing 
insurance has changed from novelty to a 
normal piece of work. 

Added to this wearing off of the novelty of 
life insurance trusts, there came during 1930 
and 1931 an unmistakable shaking of confi- 
dence in the banking institutions of the coun- 
try, which is only now being restored. Much 
was made of the fact that during the period 
1922-1931 over 11,000 banks—nearly one in 
three, taking banks of all kinds—had been 
closed or merged and that during 1931, the 
last year of the decade, the number had been 
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about 2.700, of which 750 represented mer- 


gers. Life insurance men and policyholders, 
too, began to ask the pertinent question. 


After all, is it as safe to leave the proceeds 
of life insurance with a bank or trust com- 
trust as it is to leave them with 
the life insurance company 
under one of its modes of settlement? 

At the beginning of the second decade of 
cooperation, we find, first, that the life insur- 
ance trust is accepted as one of the normal 
modes of settlement, which is, after all, as- 
suring in that it means adoption into the 
family of modes of settlement; and, second, 
we still find some hesitancy and uncertainty 
about the wisdom of trusteeing insurance, 
particularly in sections in which bank fail- 
ures have been numerous. 

Lately, there has appeared in both life in- 
surance and trust literature the phrase ‘“in- 
surance trust vs. settlement option,” as if 
they were competitors in the field of settle- 
ments, as if they were designed to serve the 
same or similar purposes. Thus to put trusts 
and options over against each other, as if 
they were rivals, is wholly unwarranted by 
the facts of the case. 


pany in 





Distinctive Functions of Trusts 

The trust is a mode of settlement that can- 
not be offered by any life insurance company 
that does not have trust powers. It is spe- 
cially designed to serve three distinctive pur- 
poses. 

Unify Estate——The first is to unify estates. 
Through a trust a policyholder may unify 
his insurance estate by bringing all of his 
life insurance under the terms of a single 
trust agreement. He may also unify his 
general estate and his insurance estate by 
having the terms of his will and trust agree- 
ment parallel each other. 

Local Administration.—The second purpose 
of a trust is to provide local administration 
that involves personal services to benefici- 
aries. Even though a life insurance company 
have trust powers, it cannot offer local ad- 
ministration except in the area of its home— 
or head—office or unless, as some of the Eng- 
lish companies do, it establishes trust de- 
partments of its own. 

Exercise of Discretion—The third and 
main purpose is to provide for the exercise 
of discretion by a third party in the adminis- 
tration of the proceeds. The life insurance 
company, under one of its modes of settle- 
ment, may give the beneficiary discretion 
about payments of principal and/or income, 
but it cannot retain discretion for itself. It 
may, for example, contract to give the widow 
the discretion to withdraw so much of the 


principal each year, but it cannot retain the 
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right, in its discretion, to withhold from or 
pay over the principal to her. It must pay 
according to contract, and not in the exercise 
of its discretion. 

There are sound reasons why in many 
cases one of the insurance company’s modes 
of settlement should be accepted in prefer- 
ence to a trust and vice versa; but that an- 
other mode of settlement may be made to do 
the work of the trust or wice versa is not 
one of the reasons. 


Comparative Safety of Trusts and Other 
Modes of Settlement 

We come now to the comparative safety 
of proceeds left with the insurance company 
and those placed with the trust institution. 
Unless the trust is as safe as any of the in- 
surance company’s modes of settlement, the 
trust should not be employed; for nothing 
can take the place of safety. The safety of 
the trust has two focal points—one, the 
safety of the trust institution and the other, 
the safety of the trust estate. 

We have heard it said that trusts are not 
safe, citing in support thereof the number 
of bank failures. This is a perfectly natural 
and apparently logical statement, yet it is 
utterly fallacious because it involves so many 
non sequiturs. In the first place, not all banks 
are trust institutions. In fact, not one bank 
in five is a trust institution. Of the 20,000 
banks—national, state, and  savings—and 
trust companies less than 4,000 20 per cent 
are trust institutions to the extent of affiliat- 
ing with the Trust Division of the American 
Bankers Association, which is the best test 
I know. In the second place, not all trust 
institutions in name are trust institutions in 
fact. A bank or trust company is a trust 
institution in name if it has power under its 
charter to do trust business. But it is not a 
trust institution in fact unless it is actually 
doing trust business. A woman is not a 
mother unless she has a child; no more is a 
bank or trust company a trust institution un- 
less it has trust assets. 

Leaving out of account the 80 per cent of 
the banking institutions that are not trust 
institutions and, further, leaving out of ac- 
count the 10 or 12 per cent more that are 
trust institutions in name only, we should 
find that the number of real trust institu- 
tions that have failed is small and that, with 
a few exceptions, the amount of trust assets 
involved is negligible. 


Bank Failure Does Not Jeopardize 
Trust Assets 
In the third place, the failure of a trust 
institution does not jeopardize its trust as- 
sets. The assets of each trust are separate 














from those of every other trust and separate 
also from those of the failed institution. 
After the bank is closed the administration 
of the trust department goes on for the time 
being under the supervision of the state or 
federal banking authorities. If the bank is 
reorganized and reopened, the trust adminis- 
tration continues unbroken. If the bank is 
; liquidated, the trust accounts are trans- 
ferred to another trustee in an orderly way. 
If the trust is revocable and the creator of 
the trust is still alive, he may select the new 
trustee. If the trust instrument provides a 
method of selecting a successor trustee, that 
method will be foilowed. If the creator of 
the trust is dead or the instrument is silent, 
the court will appoint a successor trustee ; 
and the court will be greatly influenced in 
its selection by the preferences of adult bene- 
ficiaries and guardians of minors. The risk 
of loss to the trust estate through the fail- 
ure of the trustee is negligible. Actually the 
worst that is likely to happen is the tempo- 
‘ rary slowing up of administration incident 
: to the transfer of authority to the state or 
federal authorities at the time of the closing 
and the appointment of the successor trustees 
at the time of final liquidation. 









































Safety of Trust Estate 

The element of risk that gives cautious life 
insurance men and policyholders the most 
concern about trusteeing life insurance is, 
not the risk of loss from the failure of the 
trust institution, but the risk of loss from 
the depreciation in value of the trust assets. 
For example, a hundred thousand dollars of 
the proceeds of life insurance trusteed with 
a trust institution is invested in accordance 
with the investment provision of the trust 
agreement. Through no fault of the trustee, 
but because of general market conditions, the 
investments depreciate in value, and the 
trust estate is reduced to $75,000 at the time 
of termination of the trust. Or, under dif- 
ferent market conditions, the investments ap- 
preciate in value and the trust estate is in- 
creased to $125,000 by the time of the ter- 
mination of the trust. 

Had the $100,000 in either case been left 
with the insurance company under one of its 
modes of settlement, the immediate benefici- 
ary would have received income at a guar- 
anteed rate of 3 or 3% per cent, and at 
the time for distribution the ultimate bene- 
ficiary would have received the full $100,000. 
a In the one case, does the risk of shrinkage 
; due to market conditions overcome the ad- 
vantages of the trust; in the other, does the 
chance of gain through the trust, also due 
to market conditions, overcome the advan- 
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tages of guarantees of principal and income 
offered by the insurance company’s mode of 
settlement? 


Comparing Investment Status and Powers 

Taking the investments of a life insurance 
company as a whole, on the one hand, and 
the investments of an equally well managed 
trust institution as a whole, on the other, 
one finds no substantial difference in the in- 
vestment policies, investment securities, or 
investment returns of the two. The invest- 
ment policies are adopted and executed by 
the same type of men. Life insurance com- 
panies and trust institutions select the same 
type of men for directors and employ the 
same type of men for officers. They both 
select the best men to be had in the commu- 
nity and often they select the same men. 

Life insurance companies and trust institu- 
tions have substantially the same statutory 
investment powers and identically the same 
investment securities to select from. Bonds 
and mortgages held by insurance companies 
pay the same rate of interest, and stocks held 
by them pay the same rate of dividend as do 
corresponding investments held by trust in- 
stitutions. There is nothing occult or magical 
about the investment policies, powers, or re- 
turns of life insurance companies or trust 
institutions. They both enjoy appreciations 
in value and yield during periods of pros- 
perity and endure corresponding deprecia- 
tions in value and yield during periods of 
depression. 

As between the investment of funds by the 
life insurance company or by the trust in- 
stitution, the choice is not at all one of com- 
parative safety. If they are equally well 
managed, they are equally safe. The differ- 
ence between them is one of the investment 
plan. 

The investment powers of a life insurance 
company are fixed by statute. The statute 
prescribes the classes of securities in which 
it may invest its funds. The investment pow- 
ers of a trust institution are fixed either by 
statute or by the trust instruments. The cre- 
ator of a trust may limit his trustee to 
“legals,” which would be substantially the 
same as the authorized investments of a life 
insurance company; or he may remain silent 
about trust investments, which is the same, 
in effect, as limiting his trustee to “legals :;” 
or he may specify certain types of invest- 
ments: or he may give his trustee full and 
unlimited power to make investments as if 
it were dealing with its own property so 
long as it acts in good faith and with due 
diligence. When, therefore, one speaks of 
the losses and gains of a trust estate, before 
commending or criticising the administration, 
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one should know the investment powers of 
the trustee. It may be that the trustee de 
serves little or no blame for the loss and, by 
the same token, little or no credit for the 
gain. 

Fluctuations in Value and Income from 

Trust Estates 

In the second place, the trust institution 
must account to the beneficiaries for all that 
it makes on the trust estate, whether much 
or little. All that it can retain is the com- 
mission contracted for in the trust instru- 
ment or allowed by law. If there is appre- 
ciation in the value of the trust estate or 
increase in the income, the beneficiary re- 
ceives the full benefit of such appreciation or 
increase. If, on the other hand, there is de- 
preciation or decrease, the beneficiary must 
endure that. 

Recently, I have traced the value of a trust 
estate that our company has had under ad- 
ministration many years. I have noticed 
particularly the curve since 1922. It shows 
a phenomenal rise till 1929 and a drastic fall 
since then; yet even now the value of the 
trust is considerably more than it was in 
1922. 

I have also traced the income of a series 
of large trusts over a period of years. One 
trust that has been in our hands since 1891 
is now yielding 4.61 per cent on the value at 
which we took over the estate; another cre- 
ated in 1922 shows a yield of 10.4 per cent on 
the original value. Eleven trusts averaging 
over $1,000,000 each, under administration 
anywhere from two to forty years, show an 
average yield of 6.5 per cent on the value at 
the time the trusts came into our hands. This 
does not mean necessarily that we are aver- 
aging 6.5 per cent on our trust investments; 
it means only that our beneficiaries are re- 
ceiving all that we are making on the in- 
vestments, less our commission, and that in 
these times even they are receiving a hand- 
some return on the investments. 

The life insurance company, on its part, 
guarantees a minimum rate of income and, 
without an exception of which I am aware, 
has so far actually paid a higher rate than 
it has guaranteed. It also guarantees to re- 
turn the principal, dollar for dollar, no more 
and no less, and it lives up to that guaranty 
as well. 

Pooled Investments 

The investments of a life insurance com- 
pany, unlike those of a trust institution, are 
pooled and administered as a single entity. 
This pool, which is constantly changing in 
content as investment securities are bought 
and sold, continues during the life of the 
insurance company through all sorts of eco- 
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nomic periods—inflation, deflation, as well as 
normal conditions. Investments purchased 
during periods of inflation are apt to be of a 
low income-yield, because purchased above 
par or face value. Those purchased during 
periods of deflation are apt to be of a high 
income-yield, because purchased at below par 
or face value. Then, too, the investments of 
most life insurance companies are largely 
limited to bonds and mortgages, and there is 
little or no chance of appreciation in mort- 
gages and a chance of only limited apprecia- 
tion in bonds. 

On the other hand, there is a slight chance 
of depreciation in mortgages and of but a 
limited depreciation in bonds, assuming that 
they are selected with care and kept under 
constant review. During a period of depres- 
sion the insurance companies continue to re- 
ceive a low rate of return on securities pur- 
chased at high prices during the previous 
period of prosperity; and during a period of 
prosperity they continue to receive a high 
rate of return on securities purchased at low 
prices during the previous period of depres- 
sion. All these factors tend to stabilize the 
return. Given a full business cycle and 
equally good management, the income from 
funds left with an insurance company and 
the income from funds placed with a trust 
institution will be approximately the same. 


Trend of Average Income Yield Upward 

During the past twenty or thirty years, 
which is contemporaneous with the present 
trust movement, the average rate of income- 
yield has been upward. At the present, based 
on the current prices of securities, it is high. 
I know a trust of over one-half million do!- 
lars composed substantially one-fifth of com- 
mon stocks, one-third of preferred stocks, 
one-fifth of bonds, and one-fourth of mort- 
gages on which the yield at the present prices 
is 7.15 per cent. I knew another trust of 
over $2,000,000, composed 83 per cent of 
bonds and 17 per cent mortgages and no 
stocks, on which the yield is now 6.41 per 
cent. These high yields are due, of course, 
to present prices of investment securities. 

While the trend of income-yield is upward, 
as it has been, the trust institution, whose 
spread is more limited both as to period to 
be taken into account and as to number and 
volume of securities and whose investment 
powers may under the trust instrument be 
more liberal, is able to show a higher re- 
turn than the life insurance company is. 


If the trend turns downward, as some econo- 
mists predict that it will do, the insurance 
company may be able to show as great or 
even greater rate of return than the trust 
institution. 
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The Home Life Insurance Company is pledged to a policy of genuine 
and active cooperation with corporate fiduciaries in that field of common 
service to its policy holders in which their interests are most advantage- 
ously served and protected through the creation of Insurance Trusts. 





The same situation obtains with regard to 
the principal. If an insurance company 
makes a final settlement with a beneficiary 
during a period of high prices, the money 
received has a reduced purchasing power; if 
during a period of low prices, it has an in- 
creased purchasing power. Whereas, the set- 
tlement made by the trust institution, 
whether more or less in dollars, may, after 
all, be in keeping with current purchasing 
power. 

It is not proper to say that one plan of in- 
vestment is better than the other. They serve 
different purposes. If the policyholder pre- 
fers for his beneficiaries to have a guaran- 
teed income and guaranteed return of prin- 
cipal and for that is willing to give up the 
chance of receiving more income and the 
chance of capital appreciation and, further- 
more, is willing to forego the advantages of 
unifying his estate, or providing local admin- 
istration, and of clothing a local institution 
with discretionary powers, he should accept 
one of the modes of settlement offered by the 
insurance company. If, on the other hand, 
he desires to give his beneficiaries the chance 
to share in appreciation due to general pros- 
perity and to have a unified estate adminis- 
tered by a local institution with broad pow- 
ers and is willing to take the corresponding 
risk of decrease of income and depreciation 
of principal, he should trustee his insurance. 
I repeat, it is not a question of safety; it is, 
rather, a question of plan of investment. 


Mutual Contribution of Life Insuranre 
Company and Trust Institution 

The life insurance company is pointing a 
way whereby the trust institution may sup- 
plement its investment service. It is through 
the pooling of trust investments. This the 
life insurance company has always done, 
with the result that both the risk of loss 
and the chance of gain are spread, thereby 
reducing fluctuations and stabilizing income. 


Some of the trust institutions are already es- 
tablishing commingled funds for the exclu- 
sive use of their trusts. A trust institution, 
unlike a life insurance company, will not as 
a rule invest individual trust funds in these 
commingled funds unless it has express au- 
thority to do so. Even where trust institu- 
tions do establish such funds the latter 
should be regarded as supplements to and 
not substitutes for unit investments. 

Certain trust funds will always be invested 
outside the commingled funds, and not all 
the funds of any trust, except a small one, 
are likely to be invested in a commingled 
fund. As the mingling of trust funds gains 
in favor, trust men should not make the mis- 
take of regarding it a panacea for all trust 
investment troubles as some of the life in- 
surance and trust men regarded the insur- 
ance trust as a panacea for all insurance set- 
tlement troubles. No plan yet devised will 
reduce either investments or settlements to 
a rule-of-thumb procedure so as to relieve us 
of personal initiative and responsibility. 


Lessons of the First Decade 

What has the first decade of cooperation 
taught us both about life insurance trusts 
that may be helpful to us in the second dec- 
ade? We are learning to exercise care in 
the selection of our trustee. We know now 
that a bank or trust company is not a trust 
institution simply because it has “trust”? as 
part of its corporate title or has trust powers 
under its charter. The public is now de- 
manding the trust as one of the modes of 
settlement. In the beginning, to be sure, 
the initiative came from the life insurance 
men and trust men. They had to sell the 
trust idea to their customers. Now that pol- 
icyholders have found out that they can ac- 
complish through a trust what they can ac- 
complish in no other way, they on their own 
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THE EVER-CHANGING MARKET 
FOR TRAVELERS CHEQUES 


Figures compiled by | 
the Trans-Atlantic | 
Conferenceshowthata | 
grand total of 939,468 | 
people traveled east 
and west across the 
Atlantic in 1931. 


Thisyearmanythou- | 
sands will go to Europe 
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patrons at home, can 
still continue its trust 
by issuing to its deposi- 
tors American Express 
Travelers Cheques in- 


stead of cash. These 
‘international funds’’ 
have been carried by 
travelers all over the 








from America for 
pleasure, business or 
other purposes. While 
the total number of 
voyagers may be some- 
what reduced, _ the 
steamship lines have 
shown their confidence by building 
new ships which are going into 
service this summer. Exchange 
rates and other factors have re- 
duced the cost of foreign travel. 
Americans in all walks of life now 
swell the vast army that pours 
across the Atlantic into the Old 
World. International events, con- 
ferences, diplomatic visits, regat- 
tas, races, and a thousand and one 
other attractions lurk in the hori- 
zons of Europe to lure Americans to 
taking Trans-Atlantic vacations. 


Money will undoubtedly be tak- 
en from banks and elsewhere for 
the purchase of tickets, reserva- 
tions, aud for use as funds while 
abroad. The bank, which is the 
secure guardian of the funds of its 





globe since they were 
originated in 1891. 
They are as readily ac- 
cepted in hotels, tour- 
ist offices, shops, and 
garages of Europe as 
in America. 


They furnish the traveler with 
ironclad protection against loss or 
theft, and also automatically in- 
troduce him to the helpful tr 
of the American Express Service 
in foreign lands. American Ex- 
press interpreters stationed at 
ports, depots, and frontier points 
abroad are eager and willing to 
give advice regarding hotels, trans- 
portation, baggage arrangements 
and useful local information. 

In addition to safeguarding the 
depositor’s best interest, the sale 
of American Express Travelers 
Cheques also presents many profit- 
able transactions for the bank. 


Steamship tickets, hotel reservations, itineraries, 

cruises and tours planned and booked to any part 

of the world by the American Express Travel 
Service 
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S a means of reconciling and culti- 

vating sound relations between trust 

companies and members of the legal 
profession of Pennsylvania a special commit- 
tee of the Pennsylvania Bar Association has 
formulated and proposed a “Declaration of 
Principles” for adoption by the members of 
the Pennsylvania Bankers Association. This 
declaration was submitted to the Committee 
on Cooperation with the Bar of the Pennsyl- 
vania Bankers Association at a recent joint 
meeting of both committees at Harrisburg. 
It is not intended to supersede a Code of 
Ethics adopted by the Pennsylvania Bankers 
Association in 1922 and now part of the by- 
laws of the association, but designed to clari- 
fy and make the code more effective. The 
proposed “Declaration of Principles” reads as 
follows: 


Text of the “Declaration of Principles’’ 

“1. Banks and trust companies acting 
through their officers, agents, employees or 
other persons, including attorneys employed 
or retained by them, shall not draw wills, 
codicils, deeds of trust, instruments convey- 
ing, transferring or affecting either real or 
personal property, or other legal documents, 
except concerning matters in cases wherein 
the bank or trust company has actually quali- 
fied and entered upon its duties as a fiduciary 
or concerning its own corporate affairs. 
Banks and trust companies may, however, 
prepare preliminary drafts of such legal doc- 
uments hereinbefore referred to, for submis- 
sion to counsel selected by its patrons 
through personal contact. which legal docu- 
ment shall not be executed unless and until 
approved by said counsel. 

“Banks and trust companies shall not select 
counsel for the drawing of any of the docu- 
ments above named, but nothing herein con- 
tained shall preclude a patron of the bank 
or trust company from selecting as his own 
counsel such person or persons as he may de- 
sire including general counsel of the bank or 
trust company. 

“2. Banks and trust companies shall ad- 
vise persons or parties doing business with 





“DECLARATION OF PRINCIPLES” TO GUIDE RELATIONS 
BETWEEN TRUST COMPANIES AND LAWYERS 


PROPOSED BY COMMITTEE ON COOPERATION OF THE PENNSYLVANIA 
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their trust department or otherwise with 
them, to consult counsel of their own selec- 
tion with respect to all matters of a legal 
nature. 

“3. Banks and trust companies shall not 
maintain departments for the transaction of 
legal business either for their patrons or for 
any other person, firm, or corporation. Such 
transaction of legal business shall include 
among other things, appearance in court as 
counsel by officers, agents or employees, who 
are members of the bar, and the preparation 
of legal instruments, other than heretofore 
excepted, by officers, agents or employees. 

“4. Banks and trust companies, their of- 
ficers, agents and employees, shall not be paid 
or receive compensation for services as coun- 
sel to any trust or decedent’s estate, for 
which such banks or trust companies are fidu- 
ciaries; provided, however, if any officer, 
agent or employee is a practicing attorney, 
who does not give substantially his full time 
to said bank or trust company, and who 
transacts personal legal business as defined 
in paragraph 3, outside of his duties as such 
officer, agent or employee, and as _ distin- 
guished from legal business arising out of 
his connection with said bank or trust com- 
pany, he shall be permitted to represent him- 
self or his own personal client. Banks and 
trust companies shall, in the absence of good 
reasons to the contrary, employ as their coun- 
sel in the administration of all trusts or de- 
cedent’s estates the attorney, who drew the 
will, codicil, or deed of trust involved. 

“5. Banks and trust companies shall not 
by notice, publication, advertisement, book, 
pamphlet, or otherwise, directly or indirectly, 
either invite or induce any person, firm or 
corporation, to come to them for any legal 
service or ir cate that they maintain a legal 
department or facilities for the transaction of 
legal business, 

“6. Members of the bar recognizing the 
legal capacity of the trust department of 
banks and trust companies to act in fiduciary 
capacities, shall, as far as practicable, in all 
cases where a bank or a trust company is 
named in a will as a fiduciary or is named in 
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any fiduciary agreement as a fiduciary, con- 
sult with representatives of the trust depart- 
ment of such bank or trust company with ref- 
erence thereto. 

“7. When a client indicates to a member of 
the bar his or her desire or intention to name 
a certain bank or trust company as fiduciary 
under his will or in any other instrument, the 
member of the bar shall not, in the absence 
of good reasons to the contrary, discourage 
or influence the client against naming the 
bank or trust company suggested by the 
client. 

“8. Nothing herein contained shall pre- 
vent title insurance companies and trust com- 
panies conducting a title department from 
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preparing papers necessary or incidental to 
the conduct of their title business. 

“9. A committee of six persons shall be 
appointed to consist of three members to be 
appointed by the Pennsylvania Bankers As- 
sociation and three members to be appointed 
by the Pennsylvania Bar Association, which 
committee shall consider any matter present- 
ed to it in violation of the spirit or letter of 
this declaration and take such action in rela- 
tion thereto as may be deemed advisable, 
and shall consider and suggest to their re- 
spective associations any amendment, addi- 
tions or alterations to this declaration, as 
they shall from time to time deem advisable.” 


So te 
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TYPE OF BANKING POLICY WHICH STIMULATES BUSINESS 
AND EMPLOYMENT OF CREDIT 


Herewith is reproduced a reduced facsimile 
of a display newspaper advertisement bear- 
ing the signature of the Highland Park State 
Bank and the Highland Park Trust Company 
of Detroit, Mich., units of the Guardian De- 
troit Union Group, which features the type 
of banking policy which would make short 
work of “depression” if observed by banks 
generally. It is no secret that the big banks 
are surfeited with credit resources and ample 




















The Highland Park State Bank has con i 
sistently maintained the policy of meet 
ing the loan requirements of customers 
i whose reputation, financial standing and fi 
outlook entitle them to credit consider | 
H ation. We have not hesitated, when 
prompted by sound banking judgment, | 
to avail ourselves of every resource in 
i order properly to Cate 10r Our Customers 


i This bank recognizes in the inauguration \ 
i of che Reconstruction Finance Corpora ! 
tion a most important facility which sell 
further strengthens the ability of banks | 


i to meet the requirements of business. 

















| We continue to invite industry and buss 





ness in the Detroit Area to confer with 


| us regarding their financial problem 
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AN ADVERTISEMENT WITH IGNITION 





reserves to accommodate renewed business 
enterprise. While lack of the right kind of 
commercial bills and of demand for loans to 
finance business enterprise are factors in the 
situation the principal reason for failure of 
the easy money policy and the facilities pro- 
vided by the Glass-Steagall bill to serve the 
purpose in view, is the timidity of banks to 


invite business men to come forward anid 
avail themselves of credit resources. 
The policy of the Highland Park State 


3ank of Detroit, as evidenced by the text of 
its advertisement, is not lacking in the right 
kind of appeal. It reads as follows: 

“The Highland Park State Bank has con- 
sistently maintained the policy of meeting 
the loan requirements of customers whose 
reputation, financial standing and outlook 
entitle them to credit consideration. We have 
not hesitated, when prompted by sound bank- 
ing judgment, to avail ourselves of every re- 
source in order properly to care for our cus- 
tomers. 

“This bank recognizes in the inauguration 
of the Reconstruction Finance Corporation a 
most important facility which still further 
strengthens the ability of banks to meet the 
requirements of business. 

“We continue to invite industry and busi- 
ness in the Detroit area to confer with us 
regarding their financial problems.” 

The Princeton Bank & Trust Company and 
the First National Bank of Princeton, W. Va., 
have been merged. 

The National City Bank of New York is 
named as co-trustee and co-executor in the 
will of the late Kate Harbeck, widow of the 
wealthy Coloradoan, distributing over six 
millions of dollars to ten charitable institu- 
tions. 














TRUST COMPANY 


VIEWPOINT 


AS TO PRESERVATION 


OF DUAL FEDERAL AND STATE BANKING SYSTEMS 


J. B. CHAFFEY 
Vice-president of The California Trust Company of Los Angeles, Cal. 


(Epitor’s Note: The following is @ con- 
tribution to the symposium conducted by 
Trust COMPANIES Magazine to ascertain pre- 
vailing views among bank and trust company 
officials relative to the advocacy of legis- 
lation at Washington to bring all commer- 
cial banking under unified Federal supervi- 
sion. Mr. Chaffey deals with the subject of 
preserving the present dual banking system 
from the standpoint of trust company and 
fiduciary business.) 


In response to your invitation for an ex- 
pression of views as to the advisability of 
concentrating banking supervision under Fed- 
eral control, or preserving the present dual 
Federal and state banking system, with your 
permission I shall approach this subject 
from the viewpoint of a trust company, 
which is legally regarded as a bank but 
which in fact does not do a banking business. 
To the extent that this angle is unique, it 
may prove of interest to your readers. 

The Bank Act of the State of California 
is exceptional in the wisdom of its provisions 
and is frequently used as a model for desired 
legislation in other states. Under this act 
trust business is licensed in one of two ways: 

1. State banks are required to set aside a 

definite portion of their capital to be 
used in trust business, or 

. Any bank may own all of the stock of 

one trust company. 

The California Trust Company is organized 
on the latter basis and while under the state 
law all trust companies are regarded as 
banks, still this company does not do a bank- 
ing business. 

The advantages of the system are unity of 
purpose, operation by men trained in trust 
work, and lack of influence by the many con- 
siderations which a trust department must 
continuously have in mind toward the bank- 
ing department of an institution of which it 
forms a part. No relationship other than an 
account relationship is permitted, and no 
trust investments are bought or sold through 
the parent bank or any of its affiliated com- 
panies. 


From this angle we approach the subject 
of what the elimination of state control and 
the acquisition of Federal control would 
mean. It is apparent to the most casual ob- 
server that trust business is in nowise na- 
tional; on the contrary it is strictly local. 
Expansion of this type of business in a na- 
tional way has no particular significance. 
It is an intimate connection between a well 
organized association of people, thoroughly 
educated and familiar with every phase of 
fiduciary operations, conceived and carried on * 
for the benefit of the individual who has 
disclosed the innermost secrets of his life, 
and those of his relatives, for the protection 
of his estate. If there is such a thing as a 
spiritual relationship in business, this is it. 
Being purely local in character, it is linked 
indissolubly with the laws of the state in 
which it is located. Except for Estate and 
Income Taxes, there is no point of contact 
between trust business and the National Gov- 
ernment. 


Trust business should be, and is, super- 
vised by state authorities who know its prob- 
lems, who are sympathetic with its aims and 
methods, and who understand the fundamen- 


tal laws under which it operates. Supervi- 
sion by long distance national authority 
would of necessity be cumbersome and un- 
suited to the needs of the business and, as 
far as California is concerned, I am unable 
to detect a single advantage which might 
accrue from this type of supervision. 

In my opinion the operation of trust busi- 
ness by an independent trust company under 
the laws of the state where it is located and 
under proper supervision, is a set-up far in 
advance of any other yet devised. 


oo 


“Our remedies oft in ourselves do lie 

Which we ascribe to Heaven; the fated sky 

Gives as free scope; only doth backward 
pull 

Our slow designs, when we ourselves are 
dull.” —Shakespeare. 
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COMMINGLED TRUST FUNDS AS A NEW ADVANCE IN 
FIDUCIARY SERVICE 


A LIKELY SOLUTION IN ADVANTAGEOUS HANDLING OF SMALL ESTATES 


MACLIN F. SMITH 
Trust Officer, Birmingham Trust and Savings Bank of Birmingham, Ala. 


(Epiror’s Note: There is a decided urge among far-sighted trust men to devise ways 
and means of extending the scope and benefits of modern trust service to men of moderate 


means having small estates. 


Up to a few years ago trust company service was generally 


regarded as a luxury available only to the rich. With the advent of new alliances, particularly 
life insurance trusts, there comes the vision of carrying trust service to wider social use. 
The handling of investments of numerous small estates presents the crux of the problem and 
in the following paper Mr. Smith discusses the pros and cons of various types of “‘Com- 
mingled” or “Composite” trust funds as a practical means of solving legal, accounting 
and tax problems.) 


IMAGINE that there are very few trust 

officials who have not in the last two or 

three years given a great deal of thought 
to the question of commingling the trust in- 
vestments of small estates. Undoubtedly. 
the advantages of the plan are many but, on 
the other hand, the problems and complica- 
tions are both numerous and difficult of solu- 
tion. The result is that after months of 
study one comes to the conclusion that there 
is no plan of setting up and operating a 
commingled fund that will not have at least 
some material objection under the present 
status of tax and investment laws. I do not 
mean to say that these objections may not 
be more than offset by the advantages, but 
am merely pointing out that there are ob- 
jections. 


Evolution of Trust Investment Idea 

Let us for a minute trace the evolution of 
the trust investment idea. The early theory 
was that the investments of each trust should 
be kept separate and distinct from all other 
funds. Perry in his work on trusts makes 
the following statement: “Trustees ought not 
to mix trust-money with other moneys and 
take a joint mortgage for the whole, for 
this would be to complicate the trust with 
the rights of strangers; . .. trustees should 
not ordinarily mingle funds of different 
trusts in one investment, even though the 
different trusts were established by the same 
will.’ wenerally, the courts have upheld 
Mr. Perry’s statement of the law. ‘There 
are some jurisdictions, however, in which the 


practice of commingling: has the sanction of 
the courts and in still other statutes have 


‘been passed authorizing it. 


It is, however, sometimes very difficult un- 
der the rule laid down by Perry to get the 
proper diversification in the investments of 
the average small estate or trust. The diffi- 
culty in placing uninvested balances and the 
problems of diversification in the matter of 
mortgages early led to the practice of taking 
such mortgages for the account of several 
trusts and issuing to each, participations 
therein. This, however, did not solve the 
problem of diversification in other types of 
securities. 

The small trust could not possibly enjoy 
the degree of safety from spreading the risk 
over many investments that the larger estate 
enjoyed. It, therefore, became apparent that 
if the funds of many small trusts could be 
pooled or commingled and the whole invested 
in a well-selected and well-diversified list of 
securities the small trust would reap great 
benefit therefrom. And in addition to the 
advantage of diversification, it was thought 
that such a method would also provide for 
prompt investment of small amounts and 
would greatly simplify the management and 
review of the investments of such small 
trusts. It was thus that the idea of the 
commingled fund came into being. 


Types of Commingled Funds in Operation 

Many banks and trust companies have al- 
ready adopted commingled funds. These are 
designated under various names, such as 
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composite investment funds, uniform trust 
plans, commingled trust funds, investment 
pools, fiduciary investment funds, etc. While 
probably no two funds in existence at this 
time are identical, they all have some com- 
mon or similar characteristics. Their use is 
usually restricted to those trust estates being 
administered by the trust company operating 
the fund. As originally set up, the funds of 
various trust estates available for investment 
are transferred to the common fund. In 
some cases certificates of participation are 
issued to each trust. In others, bookkeeping 
entries alone furnish the evidence of such 
participation. 

In practically all cases, however, it is 
customary to have the original participation 
represented by a number of units of equal 
value, as for instance $100 each. This orig- 
inal unit value is the par value of the unit 
of participation. The actual value may vary 
from time to time. The collective fund is 
then invested and managed under the au- 
thority of the investment committee and offi- 
cers of the trust company. On definite valu- 
ation dates thereafter, usually monthly or 
quarterly, the entire fund is valued. That is 
to say, each security and asset in the fund 
is given its true value on that date, using 
the market value, if any; otherwise, an ap- 
praised value. Only on such valuation dates 
are additional participations or withdrawals 
of participations permitted. Such additional 
participations and withdrawals are made 
at the unit value determined on the valua- 
tion date, by dividing the total value of the 
fund by the total number of outstanding 
units. If the securities in the fund have 
enhanced or decreased in value since the 
original creation of the fund, such additional] 
units of participation will be paid for at a 
price above or below par, as the case may be. 


Income and Other Provisions 


Income calculations are also made on the 
valuation dates. In determining the dis- 
tributable income all interest and other in- 
come payable in definite fixed amounts is 
calculated on an accrual basis since the last 
valuation date. Income not payable in defi- 
nite fixed amounts is usually calculated on 
an actual receipt basis. The expense of oper- 
ating the fund is deducted and a proper ad- 
justment is made for any interest in default. 
The net income thus determined is then 
divided by the total number of units of par- 
ticipation in the fund, and each trust is 
eredited with the amount of income repre- 
sented by the number of units held in such 
trust. Thereafter, as actual collections of 
income are made, such collected income is 
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For con- 
may be 


distributed to the various trusts. 
venience, this actual distribution 
made at monthly intervals. 

In some of the commingled funds provision 
is made for setting up a reserve for contin- 
gencies and losses. In such cases it is cus- 
tomary for the management committee of 
the fund to determine periodically the 
amount of income to be credited to the par- 
ticipants. This practice can, of course, only 
be adopted under express authority therfor 
contained in the various trust agreements, as 
it would otherwise cause undue complica- 
tions with reference to the relative rights of 
life tenants and remaindermen. In the un- 
incorporated fund it might also violate stat- 
utes against accumulations. In other types 
of funds it is customary on the valuation 
dates to credit to the various trusts the en- 
tire income without deduction for reserves. 


The Pool Plan 

There are in use at this time at least three 
different mechanical methods of setting up 
the fund. These will be designated anf 
briefly discussed under the following titles: 
the Pool Plan, the Trust Plan and the Cor- 
porate Plan. 

The Pool Plan. The theory of this plan is 
that each trust estate, holding participations 
in the fund, owns outright a fractional undi- 
vided interest in each asset in the common 
fund. Such common fund is, of course, ad- 
ministered and managed for the equal benefit 
of the participating estates by a common 
trustee acting under the several trust instru- 
ments. It is needless to say that in mak- 
ing investments under this plan, the trustee 
must not exceed the investment authority set 
forth in the instrument creating any partici- 
pating trust. For this reason, it is custo- 
mary to adopt a uniform investment clause 
to be written into each trust instrument 
adopting the plan by reference. 

Obviously, the accounting problems en- 
countered in this plan are extremely compli- 
cated. This is true, not only from the fact 
that it is necessary to maintain the fund rec- 
ords with reference to periodic valuations, 
the calculation of the accrued interest, the 
crediting of each trust with its pro rata share 
of periodic income, and the debiting of each 
trust with all income payments actually 
made to it, but also because it is necessary 
to make many intricate calculations for in- 
come tax purposes. This arises from the 
fact that the income received by the common 
fund is unquestionably taxable to the individ- 
ual trust estate, and, since each trust owns 
a fractional undivided interest in each se- 
curity in the fund, the relative ownership 
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therein must be changed every time units of 
participation are added or withdrawn from 
the fund. 

In the former case it amounts to a sale by 
each former participant to each new partici- 
pant of a fractional interest in each security 
in the fund, and in the latter case a pur- 
chase by each remaining participant from 
each withdrawing participant of a fractional 
interest in each security. In case the market 
value of any security is higher than at the 
time any trust purchased its participation 
in the fund a taxable profit results. Should 
the market be lower a loss results. This fact 
necessitates the calculation of a new tax ba- 
sis on the interest of each trust in each se- 
curity on each valuation date. It would ap- 
pear to me that the extremely complicated 
nature of such calculations and the resultant 
increase in the cost of accounting is a serious 
objection to the plan, but not sufficiently se- 
rious to prohibit its use. 


The Trust Plan 


Under this plan the common trustee exe- 
cutes a declaration of trust under which it 
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declares that it holds the general fund in 
trust for the pro rata benefit of the various 
participants. There is considerable doubt as 
to just what is the income tax status of a 
fund created under the trust plan. There 
are some decisions and rulings which would 
seem to indicate that such a trust might pos- 
sibly be taxed as an association at corpora- 
tion rates. On the other hand, it is entirely 
possible that the courts may hold that the 
income under the trust plan is taxed as in 
the case of a strict trust; that is, to the bene- 
ficiaries. 

If it is held that the income is taxed to 
the beneficiaries, the same complications 
would arise as in the pool plan with refer- 
ence to profits and losses on each valuation 
date that a new participant comes into the 
fund or a former participant withdraws. It 
rather occurs to me that the execution of a 
declaration of trust serves no real purpose. 
The common trustee is without authority to 
include in the declaration any powers which 
are not granted to it by the various instru- 
ments creating the several trusts. In other 
words, the instrument creating the various 
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participating trusts must give to the common 
trustee all of the power and authority it can 
possess and, if the various trust instruments 
contain authority to invest in a specific fund, 
such fund may be set up under the pool plan, 
without the necessity of a separate declara- 
tion of trust. 
The Corporate Plan 

Quite a few commingled funds have been 
incorporated as a separate legal entity. Un- 
der this plan the various participating trusts 
are in fact stockholders in the incorporated 
fund. Since the investment of trust funds 
in corporate stocks is not legal in most states, 
and for other reasons outlined later, it would 
appear to be absolutely necessary to have 
specific authority for investing the funds of 
the various estates under this plan. When 
such authority is granted, however, the cor- 
porate plan probably offers the most satis- 
factory method of handling the mechanical 
and accounting problems of the commingled 
frnd. Under it reserves for contingencies 
may be set up without the usual complica- 
tions as to rights of life tenants and re- 
maindermen and without a violation of the 
statutes of accumulation, for under this 
method the investment in the commingled 
fund presents no different situation than does 


the holding of wrdinary shares of capital 
stock of busines3 or industrial corporations. 

The chief objection to the corporate plan 
lies in the fact teat the income of the fund 
is taxed to the corporation at corporate rates 
ond to the individual trusts as dividends. 
Furthermore, there are other corporate taxes, 
such as share taxes, franchise taxes, ete. For 
the purpose of avoiding high income taxes, 
most corporate plans provide for the issuing 
to the participating estates both shares of 
stock and income bonds in such proportions 
that the interest payable on the income bonds 
will absorb most of the income raceived by 
the corporate fund. Interest paid on these 
bonds is then taxable to the individval trust 
estate and. in turn, is deducted from the 
corporate income as interest paid. 

While this procedure seems to be techni- 
cally correct, there is a possibility that the 
Department of Internal Revenue may insist 
that it is merely a tax evasion and seek to 
have all of the income taxed to the corpora- 
tion and the distributed income taxed to the 
individual trusts as_ dividends. If this 
should happen the taxes paid under the cor- 
porate plan would be so high as to probably 
nullify the advantages of the commingling 
principle. 


Legal and Technical Complications 

As stated before, there are some states in 
which the courts have held that commingling 
in itself is not a violation of the law of trust 
investments. The complications, however, 
are not confined to the mere question of the 
legality of commingling. We must not lose 
sight of the fact that in the unincorporated 
commingled fund each participating trust 
owns a fractional interest in many securities 
and that every time a new participant is ad- 
mitted to the fund there is a corresponding 
sale of fractional interests in all such securi- 
ties. This amounts to almost a continuous 
process of purchasing and selling between the 
yarious trusts. 

It is probable that the relative rights of 
the several participating trusts may be very 
materially affected by withdrawals from the 
fund, due to liquidation of quick assets for 
the purpose of providing funds for such with- 
drawals. There is also the question of cal- 
culating the actual rights of life tenants and 
remaindermen in the participation, should 
the participating trust be terminated by the 
death of life tenants between valuation dates. 


Relative Rights of Participating Trusts 

These and many other questions involving 
the relative rights of the participating trusts 
arise in the administration of a mingled fund 












and it would, therfore, seem impractical, if 
not actually dangerous, to attempt to admin- 
ister a commingled fund on the mere authority 
of a court decision authorizing the practice 
of commingling. While it is doubtless true 
that a statute might be so drawn as to cover 
all of the necessary questions arising in the 
administration of such a fund, it does not 


seem reasonable to expect that a _ statute 
would be drawn at this time sufficiently 
broad to cover all such questions. This is 


due to the fact that the whole scheme is in 
its infancy and has not yet been tested by 
time and usage. 

It would consequently seem that no com- 
mingled investment fund should be attempt- 
ed, except under the expressed authority to 
invest therein contained in the instruments 
creating the various participating trusts. 
The plan, therefore, probably cannot be used 
on those trusts already in existence, unless 
such specific authority has been given or 
may hereafter be given by amendment of the 
trust agreement. 

Perplexing Questions and Criticisms 

While I have pointed out many complica- 
tions, there are still other objections to the 
general plan which have been voiced by 
those with whom I have discussed the com- 
mingled idea. ‘Some feel that the plan is 
so similar to the investment trust that the 
public is likely to look upon it with disfavor. 

The objection has been raised that, since 
the fund must be operated in the name of 
the bank, any material shrinkage in the value 
of the securities will likely reflect unfavor- 
ably on the banking institution, because the 
public will probably consider the fund as 


part and parcel of the bank itself. Others 
feel that, since the plan provides for the 
additional safety of diversification and no 


securities belong outright to any particular 
trust, the investment committee is likely to 
take less pains with the fund than in invest- 
ing the specific funds of a particular estate. 

Many trust officials have felt that the bene. 
ficiary would much rather have the trust own 
the entire interest in its investments; that 
there is a natural objection to holding an un- 
divided interest with many others in a much 
larger group of securities. The idea seems 
to be that a beneficiary of a trust participat- 
ing in a commingled fund might feel that it 
would be hard to tell exactly what his trust 
did own. 


Redemption of Participations 

One of the most perplexing questions with 
reference to the use of the commingled fund 
is that of the redemption of participations 
made necessary by the withdrawal of funds 
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invested therein. In normal times it is not 
contemplated that the problem of withdrawal 
will cause any great amount of trouble, since 
incOming funds will likely be ample to care 
for redemption. In times of great depres- 
sion, however, there is extreme doubt as to 
the ultimate emect of continued withdrawals. 
The difficulties are likely to be greatly ac- 
centuated in that type of fund composed 
largely of revocable trusts. 

The possible lack of confidence on the part 
of the public and the demand for cash re- 
sources would tend to increase to a great ex- 
tent the redemption requirements during 
such periods. Redemption may be accom- 
plished either by payment in cash or by de- 
livery of securities or investments in kind. 
In either event the redemption is based on 
the actual market or appraised value of the 
fund at that time. Since the liquidation or 
the delivery of securities at a depressed value 
seems likely to increase the lack of confi- 
dence, it would occur to me that the with- 
drawal demands would be consequently ac- 
celerated by this process. 


Sales Possibilities and Other Aspects 
It should not, however, be unduly difficult 
to so manage the investments held in the com- 
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mingled fund as to provide funds to meet all 
requirements. The problem is not unlike 
that of commercial bank management, in so 
managing its investment account as to pro- 
vide the necessary primary and secondary 
reserves to meet all demands. ‘The degree of 
liquidity and the consequent decrease in yield 
will naturally depend to a great extent on 
the percentage of revocable trusts repre- 
sented in the co-mingled fund. 

Should the fund be participated in largely 
by living trusts, revocable at the will of the 
beneficiary, the management would doubtless 
deem it necessary to carry a large percentage 
of extremely liquid securities which could 
be converted into cash with little loss. On 
the other hand, should the fund be composed 
largely of trusts terminating on the happen- 
ing of some future event, such as the death 
of the life tenant, the withdrawal demands 
would be consequently light and the fund 
could, therefore, contain a large percentage 
of long-time bonds and mortgage loans with 
a consequent increase in the yield. 

Time will not permit of a discussion of the 
sales aspect of the commingled plan. It would 
seem to me, however, that we should very 
earefully study its sales possibilities. The 
question would naturally arise as to the 
possibility of maintaining a sufficiently high 


Securities for 


PROVIDENCE, R. I. 


sale 


degree of liquidity in the fund for the pur- 
pose of permitting withdrawals under revo- 
cable trusts and at the same time providing 
sufficient income to make the plan attractive 
to the public. It occurs to me that this is 
entirely possible. You might also bear in 
mind that it is not improbable that in the 
larger trust companies two funds may be 
maintained to considerable advantage, one of 
which may be used for the small revocable 
living trusts and the other as a vehicle for 
investing the funds of trust estates normally 
coming under the management of the trust 
company. 

It is my understanding that the plan has 
taken very well indeed with the public in 
those localities in which it has been inaugur- 
ated and with a little education I believe it 
has real sales possibilities. At this stage of 
its development it is impossible to tell wheth- 
er or not the plan of the commingled fund 
is of sufficiently vital importance to survive 
the test of time. If it greatly improves 
trust service, ways and means will be de- 
vised to solve its legal, accounting and tax 
problems. It is my opinion that it consti- 
tutes a great forward step in the investment 
of funds of small trusts and that usage will 
solve its many problems. 
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WM. P. CONGDON 
Member of the Bar, Augusta, Georgia 


(Epiror’s Norte: 


The desirability of codifying statutes and legal procedure governing 


trust administration has been a subject commanding increasing attention among trust 


officers. 


Various provisions of the revised British Trustee Act have been cited as readily 


applicable to fiduciary practice in this country particularly as regards clarified definition 
of powers and liabilities of trustees which vary in different jurisdictions and are subject to 


frequent conflicting court interpretation. 


Mr. Congdon analyzes important provisions in the 


British Act as they apply to customary fiduciary procedure and laws in the United States.) 


HE English Trustee Act passed by the 

Parliament on April 9, 1925, is primarily 

and almost exclusively an administra- 
tive measure. It does not deal with any 
of the branches of the substantive law of 
trust and trustee, but deals entirely with 
the law as relating to the conduct of trus- 
tees and the regulation of the methods to 
be used in handling trust estates, and for 
the purpose of this Act the word trustee 
includes not only what we ordinarily de- 
nominate as trustees, but administra- 
tors and executors. 

The Act under actually a 
codification of the previously existing law of 
trustees made for the purpose of rendering 
that law more clear, specific and simple. 

The English law of trusteeship, like all 
other branches of the common law, has been 
a matter of growth over a long period of 
years. The method of growth has been two- 
fold, first by statutory enactment from time 
to time to meet varying conditions as they 
and second by judicial decision from 
time to time interpreting and modifying 
these enactments, which interpretations and 
modifications not infrequently resulted in the 
actual making of new law by the courts. 
Under such a system as this, it was and is 
inevitable that the law should become ob- 
scure, complicated and ambiguous from time 
to time, and this Act was passed for the 
purpose, primarily, of removing these un- 
certainties. obscurities and ambiguities. 
This Act was also intended to add certain 
new features to the old law for the purpose 


also 


discussion is 


arose, 


of modernizing it and bringing it more nearly 
in line with modern business practice. 
Provisions of such an Act as this would 
be very helpful in most of the states of this 
country. Our law of trusts and trustees in 
Georgia, for example is at the present time 
about in the same condition as the English 
law was before the passage of this Act, and 
a comprehensive Act of the legislature codi- 
fying our entire trust procedure would cer- 
tainly clear the field of a great many un- 
certainties, and would greatly simplify the 
handling of trust matters. I think the fram- 
ing and passage of such an Act would be 
of great assistance, both to trust officers and 
to the attorneys who handle trust business. 


Conveying Specific Authority to Trustees 

For the purpose of illustration, I will 
outline some of the more important pro- 
visions of the Act and show their practical 
application : 

Section 15 of the Act provides that any 
trustee may accept any property before the 
time at which it is made payable; that he 
may sever and apportion any blended trust 
funds or property; that he may pay or 
allow any debt or claim on any evidence 
that he thinks is sufficient; that he may 
accept any composition or any security, real 
or personal, for any debt or for any prop- 
erty, real or personal, which is claimed; 
that he may extend the time of payment of 
any debt; that he may compromise, com- 
pound, abandon, submit to arbitration or 
otherwise settle any debt or account relating 
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to the trust, and that for these purposes he 
may execute any necessary instruments or 
papers, and that in connection with all of 
these he shall not be responsible for any loss 
occasioned by any act done by him in good 
faith. 


These provisions of the Act dispense once 
and for all with any questions which may 
previously have existed on these points. The 
provision also made the power of the trustee 
specific in connection with all such trans- 
actions and relieved him of the necessity of 
applying to the courts for authority in such 
cases. It, therefore, expedited the handling 
of trust estates very, very much. The power 
to compromise and submit to arbitration 
without the order of court gives the trustee 
the power to conduct the trust according 
to modern business practice, speedily and 
without unnecessary and costly legal pro- 
cedure. 


Authority to Encroach Upon Corpus 

Paragraph 16 of the Act provides that 
where a trustee is authorized by his trust 
instrument to encroach upon the corpus, 
that he shall always be deemed to have the 
power to raise the money by a sale of any 
of the assets of the trust estate, and that 
he shall have this power whether or not 
there is a contrary provision or the lack of 
any provision for the raising of money in 
the trust instrument. It seems to me that 
this is a very valuable provision. 

We often encounter trust instruments 
authorizing payments of certain amounts to 
beneficiaries, but not providing in what man- 
ner the trustee should be authorized to 
raise the money to pay these items. Occa- 
sionally such instruments even provide for 
payment of certain amounts and then forbid 
the trustee making any sale of capital assets. 
When this is the case our law presents a 
serious problem as to the duty of the trus- 
tee in regard to the making such payments. 
Almost without exception expensive and 
vexatious litigation is necessary. Under this 
provision of the English Act his authority is 
clear whether or not the trust instrument 
authorizes such sales. He has only to see 
if the trust instrument authorizes his en- 
croachment upon the corpus, and if it does, 
he has complete authority and discretion to 
make such encroachment in what ever man- 
ner seems best to him. 


Clearly Defining Trustee Liability 
Section 30 of the Act provides that a trus: 
tee shall be chargeable only with money and 
securities actually received by him, notwith- 
standing his signing any receipt for the sake 
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of comformity; that he shall be accountable 
only for his own acts and not for those of 
any other trustee, banker, broker or other 
person with whom trust money or securities 
may be deposited, nor for the insufficiency 
or deficiency of any securities, nor for any 
loss unless the same happens through his 
own willful neglect. It also provides that 
the trustee may reimburse himself out of 
the trust property for all expenses incurred 
in the execution of the trusts or powets. 

These provisions greatly facilitate the 
transaction of trust business. They enable 
the trustee to use the facilities of modern 
business methods by depositing securities 
with banks or brokers as a business man 
ordinarily does without assuming liability for 
the solvency of such banks or brokers and 
without becoming a guarantor of the sums 
so deposited. The provision is highly ad- 
vantageous in removing red tape and in en- 
abling the trustee to conduct the business of 
the trust as he would his own without as- 
suming any liability except for his own will- 
ful neglect. 


Facilitating Trustee Succession 

Under Section 36 of the Act the surviving 
trustees have the right to appoint a suc- 
cessor to the vacancy caused by the death or 
resignation of a co-trustee whether or not 
the trust instrument so provides, and the 
personal representative of the last surviving 
trustee, in the event that all are dead, has 
the right to name successor trustees. This 
provision in certain instances can save a 
great deal of time and considerable costs in 
handling trust estates. 


I have a matter in my office now in which 
a trust indenture makes no provision for 
the appointment of a successor trustee. The 
original trustee named is dead. It is neces- 
sary under our law to serve all interested 
parties in such a case with notice and then 
to apply to the Judge of the Superior Court 
for the appointment of a successor trustee. 
In this particular case one party lives in 
Cuba, one party lives in Hawaii, one party 
lives in North Carolina, and the other party 
lives here. It has taken over three months 
to notify all of these parties and I am only 
now ready to have a successor appointed. 
If any of the non-resident parties had been 
minors, it would have been extremely doubt- 
ful whether or not I could have had a suc- 
cessor appointed without even greater delay. 
Under the provisions of Section 36 of the 
English Act the executor of the deceased 
trustee could have immediately appointed 
a successor trustee with the consequent sav- 
ing of time and expense. 
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{Immunity from Liability for Breach of Trust 

Section 61 of the Act may be considered 
very drastic, but at the same time there are 
eases in which it is extremely just and equit- 
able. It empowers the court to relieve a 
trustee of liability for a breach of trust 
when the trustee has acted honestly and 
reasonably and ought to be excused from 
liability either wholly or partly. This en- 
ables the court to relieve an honest trustee 
who has mistakenly committed a breach of 
trust in good faith. Under our law as it 
stands at present the courts, of course, have 
no such authority. 

In a recent Georgia case a judgment of 
seventy odd thousand dollars was taken 
against two trustees for a breach of trust in 
retaining certain securities belonging to their 
testator when they had acted in completely 
good faith in retaining them. They had 
acted on advice of competent counsel that 
they were authorized to retain these securi- 
ties. When the case was first brought against 
them the Judge of the Superior Court dis- 
missed it on general demurrer, yet neverthe- 
less he was subsequently reversed by the 
Supreme Court and judgment taken against 
the trustees. In such a case as this, it seems 
only just and equitable that these trustees 
should have been protected when they had 
acted entirely in good faith in a matter in 
which it seemed so clearly that they were 
right that even the Superior Court on the 
first hearing of the cause sustained them in 
their actions. 

Section 63 of the Act provides that trus- 
tees May pay any monies in their hands into 
Court and be relieved of further liability in 
respect thereto, the receipt of the proper 
officer being a sufficient discharge to the 
trustees for the money or securities paid 
into court. This is also a provision which 
can have great practical utility. 


Need of Expert Draftmanship 

A great many of the provisions of the 
English Trustee Act are ordinarily covered 
in our own trust instruments. If each and 
every trust instrument were drawn with the 
greatest skill and by persons long experienced 
in drawing them, undoubtedly a great many 
of the provisions of this Act would be un- 
necessary and never called into use. I ex- 
pect, however, that experience has been that 
trust instruments are not infrequently drawn 
by persons of little or no qualification in such 
matters and omit provisions which are of the 
greatest importance in the present state of 
our own law, and sometimes contain other 
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provisions which prove to be very vexatious 
rather than helpful. 

It is in cases of this kind that an Act such 
as the English Act of 1925 proves itself in- 
valuable in the saving of time and expense 
in the handling of trust matters. We could 
all well dedicate a part of our time in an ef- 
fort to make the law of trustees, as well as 
all other branches of the law, more concise 
and certain, and to make the practice under 
the law quick and simple, so that it would 
more nearly fit the conditions of modern 
business where time is a factor of the utmost 
importance and delay often involves serious 
losses to the subject matter of the trust. 


°, °, o, 
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ENGLISH AND AMERICAN EXPERTS IN 
ESTATE ADMINISTRATION 


In a recent issue of The Economist, a Lon- 
don weekly, appears the following advertise- 
ment by an old English banking house: 


“CONTINUOUS, EXPERT ADMINISTRATION OF 
WILLS AND TRUSTS 


“The duties of a Trustee or Executor are 
sometimes arduous, always responsible. Even 
if you have friends or relatives with the nec- 
essary experience, you may well hesitate to 
burden them with the cares of Trusteeship 
because, with the best will in the world, they 
may find themselves unable to devote to your 
affairs as much time and attention as they 
could wish. 


“This Bank provides a solution. Its Trus- 
tee Department has a long and wide experi- 
ence of such work; and apart from the ez- 
pert knowledge which is brought to bear on 
every case, there is the great adwantage of 
CONTINUITY. With the Bank as Trustee or 
Executor, no delay or expense can be caused 
through death, ill-health or absence abroad, 
as in the case of an individual. Yet you will 
find the Bank far from impersonal in its 
Trustee business; it is always ready to co- 
operate with the solicitors dealing with a 
Trust or Will... .” 

Here in America, we have long recognized 
the truth of every statement in this an- 
nouncement as to the advantages of corpo- 
rate administration. The statements are just 
as true in England as in our own country. 
3ut while English banks have administered 
wills and trusts for many years, they have 
only recently come to an appreciation of the 
social service involved in educating the pub- 
lic to the superiority of corporate adminis- 
tration—(From “Estate and Tax News,’ 
published by the Fidelity Trust Company of 
Pittsburgh.) 
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OPPOSITION TO A CENTRALIZED 
AMERICAN BANKING SYSTEM 

S. L. Cantley, Commissioner of Finance of 
the State of Missouri, writing to Trust 
CoMPANIES Magazine, expresses the following 
views as to various proposals advocated at 
Washington favoring will expansion of 
branch banking by national banks and the 
centralization of all commercial banking 
under federal authority which would imply 
the abolition of state banking system. Com- 
missioner Cantley states: 

“I know of nothing to add to what I have 
said a number of times regarding a central- 
ized banking system. I am unalterably op- 
posed to nation-wide branch banking which, 
as I take it, will ultimately destroy our 
State Banking System. I believe to the in- 
dividual or unit bank we owe the remark- 
able commercial developments of this coun- 
try. The commercial greatness of America 
and its civilization as well has been built 
around the individual initiative and indi- 
vidual genius and that will be practically 
and locally destroyed by any centralized sys- 
tem of banking. There is a human element 
in banking that has a potential value greater 
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than the combined experience and business 
judgment of absentee control. 

“The setting up of a nation-wide branch 
banking system will simply make regular 
milking stations out of our country banks, 
with orders in the morning and reports and 
shipments in the evening. There will be 
very little incentive on the part of any one 
to undertake to run a bank under those con- 
ditions. The unit banking system has had 
trouble but I do not think any other system 
would have fared any better in the critical 
times through which we have gone and, if 
we had had a nation-wide branch banking 
system, I am constrained to think we would 
have had a still greater break down. There 
are literally thousands of banks that have 
been saved by the contributions of directors 
and stockholders and these contributions 
would not have been made under any other 
system than the unit system. Pride in their 
reputation and concern for their neighbors 
and friends, who had entrusted them with 
their funds, prompted many a man to give 
everything he had to protect his bank. There 
would be no incentive to do anything of that 
kind if he had had no more than a hired 
man’s interest in the institution.” 
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IS IT SAFE TO ADD PROPERTY TO TRUSTS BY WILLS? 


HAZARDS IN DISTRICTS WHERE COURTS HAVE NOT DEFINITELY 
DETERMINED THE LAW 


GILBERT E. HARRIS 


Associate Counsel, Title Insurance and Trust Company, Los Angeles, Cal. 


Recent court decisions warrant a timely note of caution to trust 














companies as regards the inclusion in a trust declaration of reservations and particularly the 


right to the trustor of adding additional property through testamentary disposition. 


The 


subject is one'which has regrettably seldom been brought to the attention of trust officers. In 
view of various rulings a lack of due foresight might bring about serious results and in a large 
measure destroy the public’s confidence in the efficiency of an existing trust as a means 


ANY trust companies now include in 

their personal trust declarations a 
provision which reserves to the trus- 
tor the right to add property to his trust by 
will. Consistently, therefore, with the en- 
deavor to acquire more trust business, such 
companies, when occasions are present, urge 
their trustors to avail themselves of that 
right. It is thought that the momentous 
legal complexities of so doing—or rather, 
the urging having been successful—of thereby 
securing a bequest or devise to a trust, are 
not often fully realized. 

Most of such trusts carry another re- 
served right to the trustor, namely, “the 
right to revoke, terminate and/or amend the 
trust in whole or in part at any time and 
from time to time by written request therefor 
addressed and delivered to the trustee.” 


Rules as to Incorporation of Documents 


We are then confronted with these prob- 
lems: Can a person incorporate in his will 
a document not executed in the manner pre- 
scribed for wills? And more precisely inso- 
far as this article is concerned: Can a person 
likewise incorporate in his will a document 
which he may thereafter (i.e., after the date 
of the will) amend by mere written request? 
If an affirmative answer is given to the 
Second interrogatory, it may then be asked: 
Is it possible in the face of the universally 
required statutory formality concerning tes- 
tamentary disposition of property that a per- 
son can nevertheless effectually direct the 
disposition of his estate by mere letter or 
telegram to a trustee? What is said here- 


after will, in some measure at least, produce 
the answers. 


of carrying out a testator’s wishes. Mr. Harris suggests safe procedure to observe.) 





The general rule upon the matter of in-. 
corporation of documents in a will is clearly 
expressed in Thompson on Construction of 
Wills at page 193 as follows: 

“Where a will incorporates into itself by 
reference any document or paper not exe- 
cuted and witnessed according to the require- 
ments of the statute, whether such paper re- 
ferred to be in the form of a will or codicil, 
or a deed or indenture, or of a mere list or 
memorandum, the paper so referred to, if it 
was in existence at the time of the execution 
of the will, and is identified by clear and 
satisfactory proof as the paper referred to 
therein, is generally held to be operative as 
a part of the will, and for the purpose of 
ascertaining the intention of the testator, 
should be construed in connection with the 
will.” 


When Not in Conformity with Statutes 


Most states which have had occasion to 
pass upon the subject have wholly accepted 
this rule. Connecticut and perhaps Arkansas 
are notably to the contrary. While New 
York, by reason of the court’s language In 
re Fowles, 222 N.Y. 222, 118 N.E. 611, was 
thought by some to be in accord with the 
majority, two fairly recent cases have now 
definitely determined otherwise: In re 
Rausch’s will, 252 N. Y. 8.129; In re Judge’s 
will, 252 N. Y. S. 500, 141 Mise. Reports, 254. 

Quite clearly, therefore, according to the 
majority rule, if a trust declaration was in 
existence at the time of the making of the 
will; was clearly identified in the will; and 
if the declaration contained no reservation 
of the right to amend it, a testamentary dis- 
position to it would be valid. 
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It is the inclusion of the right to amend, 
in a manner not in conformity with statutes 
pertaining to the execution of wills, that 
brings about the real problem. The integral 
part of the foregoing rule, which requires 
an incorporated document to be in existence, 
is strictly enforced: Newton vs. Seaman’s 
Friend Society, 130 Mass. 91; 39 Am, Rep. 
433; In re Tyrrell’s Estate, 17 Ariz. 418, 
153 Pac. 767; Appeal of Sleeper, 129 Maine 
194; 151 Atl. 150; Bottrell vs. Spengler, 3438 
Ill. 476; 175 N.E. 781; Clark vs. Dennison, 
283 Penn. 285, 129 Atl. 94. 

Conversely, any disposition, of property 
by a will in a manner to be thereafter direc- 
ted is repugnant to that rule and to the 
statutes permitting testamentary disposition 
unless, of course, such future direction 
is executed with testamentary formality. 
Thomas ws. Anderson, 155 C.C.A. 70; 245 
Fed. 642; Thayer vs. Wellington, 9 Allen 
(Mass.) 283; 85 Am, Dec. 753; Hunt vs. 
Evans, 134 Til. 496; 25 N. E. 579. 

Our problem, however, is not wholly within 
the purview of any of the foregoing legal 
principles. We are here concerned with the 
incorporation in a will of a document which 
is clearly in existence and which can be 
identified by clear and satisfactory proof, 
but nevertheless it is one which, by its terms, 
may be thereafter amended by a mere writ- 
ten request, i.e., by an instrument not exe- 
cuted with the formality of a will or a codicil. 


Different Rules Expounded 

A careful search of the law discloses only 
three cases in the United States which pre- 
cisely deal with the question, and, as will 
be hereinafter indicated, three different rules 
or theories have been expounded. Paren- 
thetically speaking, a fourth case, In re 
Estate of Willey, 128 Cal. 1; 60 Pac, 471; 
at first blush seems to be in point, but upon 
analysis it is found that the court therein 
only determined that the right to revoke— 
not the right to modify, although the incor- 
porated deed of trust also included that 
right—did not destroy the vesting of fee 
title to the trust property. 

The first of the three entitled cases is 
Merrill vs. Boal, 47 R.I. 274; 182 Atl. 721; 
45 A.L.R. 830, wherein a bequest was made: 

“To the said Rhode Island Hospital Trust 
Company to be held, managed and disposed 
of as a part of the principal of the estate 
and property held by it in trust for my life 
and the lives of others in the same manner 
as though the proceeds of such sales (residue 
of estate was to be converted into cash) had 
been. deposited by me as a part of said trust 
estate and property.” 
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The trust was executed in the same man- 
ner aS was then required for the execution 
of wills, but the case is here important be- 
cause the court’s decision was directed to 
the fact that the testator reserved unto him- 
self in the trust the right to modify or revoke 
it at any time. The appellees contended that 
the reservation of this right, without it being 
necessary to exercise it in compliance with 
the statute of wills, rendered the bequest 
void. The court (two justices dissenting), 
in sustaining the provision of the will, said 
that such reservation of right, if it was not 
executed in the manner required for a will, 
would have been ineffectual, and the bequest 
would go to the trust as it existed at the 
time of the making of the will, or, in other 
words, that an ineffectual (because lacking 
formalities) attempt to amend the trust 
would not render the will, nor the particular 
trust bequest, invalid. 


Atwood vs. Rhode Island Hospital 
Trust Company 

The second case also arose in Rhode Island, 
but was decided by the United States Circuit 
Court of Appeals, First Circuit, its title being 
Atwood vs. Rhode Island Hospital Trust 
Company, 275 Fed. 513 (District Court opin- 
ion in 264 Fed. 360). There the facts were 
briefly as follows: 

On August 14, 1911, a Mr. Davis caused a 
trust to be executed for his benefit with the 
defendant trust company. On the same day, 
but subsequent thereto, he executed his will 
disposing of a portion of his estate to his 
said trust. On October 4, 1911, he executed 
a codicil to his will. On October 5, 1911, he 
amended his trust by adding four benefici- 
aries thereto, and on October 17, 1913, he 
again amended the trust by adding another 
beneficiary and by revoking a distribution 
thereof to one of the former beneficiaries. 
Neither of the amendments was executed as 
required by the statute of wills. 

The court (Bingham, Circuit J. dissenting) 
said: “.... we are clear that the plan 
disclosed in the will and the inter vivos 
trust together are obnoxious to the statute 
of wills. Reading the ninth clause of 
the will in connection with the trust instru- 
ment, which contains full power of revoca- 
tion and modification, Davis said: ‘TI give the 
residue of my estate to said trust company 
to be disposed of to such persons and in such 
proportions as I may have instructed or shall 
hereafter instruct said trust company.’ 

“Such instructions might be given in writ- 
ing or orally. A cablegram from him sent 
from Egypt would have been legally suffi- 
cient to change the destination of the entire 
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trust fund including the increment from his 
testamentary estate under the _ residuary 
clause. Indeed, the defendants concede that 
oral instructions would, as a matter of law, 
have been equally effective; that writings 
are of no importance, except as persuasive 
evidence,” and, finally : 

“Manifestly, then, the real disposition of 
this residuary estate is made, not by the will, 
but by the shifting provisions in the trust 
instrument. No amount of discussion or 
elaboration could make plainer the absolute 
destruction by such plan of the safeguarding 
provisions in the statute of wills.” 

A petition for writ of certiorari was denied 
by the Supreme Court of the United States— 
257 U.S. 661; 66 L.Ed. 422; 42 Sup. Ct. Rep. 
270. Circuit Judge Bingham, in his dis- 
senting opinion, indicates a theory to sus- 
tain the validity of the provision of the will 
in line with the next following case. 


Disposing by Will of Residue to Existing Trust 

The third and last of the three cases is 
entitled Swetland vs. Swetland, 100 N.J. Eq. 
196; 184 Atl. 822. In that case a testator 
attempted to dispose by will of the residue 
of his estate to a then existing trust as to 
which his son was trustee. The trust pro- 





vided that the trustor “reserves at all times 
during his lifetime the personal rights, power 
and privilege of terminating the aforesaid 
trust.” The law of New Jersey theretofore 
was opposed to the general rule of permit- 
ting incorporation of instruments in wills. 
(Hartwell vs. Martin, 71 N.J. Eq. 157; 63 Atl. 
754; Murray vs, Lewis, 94 N. J. Eq. 681; 
121 Atl. 525). 

The court, in sustaining the provision of 
the will, adopted the third of the three 
theories above referred to, and said that, 
irrespective of the former holdings in New 
Jersey, the disposition of property to the 
trust was not a matter of incorporation, but 
rather an absolute disposition of the testa- 
tor’s property, some apposite language being: 

“The trust to which this bequest is added 
is not theoretical, nebulous, intangible, or 
incapable of identification, but exists in fact, 
and THE TRUSTEE LEGATEE IS AS DIS- 
TINCT AND DEFINITE AN ENTITY AS 
WOULD HAVE BEEN AN INDIVIDUAL 
OR CORPORATION LEGATEE,” and 
further: 

“T apprehend that a bequest by that testa- 
tor to that effect (referring to a supposed 
incident) without mention of the trust agree- 

















b 


mericas 


INDUSTRIAL 
CENTER... 








ment would be valid and the trust, as ap- 
plied to such bequest, would be enforcible 
by the beneficiaries. It should be none the 
less so if the testator had referred to the 
trust agreement in the will as indicative of 
the trust under which the bequest was to 
be received and held, and, if so, the bequest 
under consideration is also valid.” 

The three theories thus developed may then 
be succinctly stated as follows: First, the 
mere right to amend a trust renders void 
a testamentary disposition of property to it 
(Atwood case). Second, the mere right to 
amend a trust does not legally prohibit its 
incorporation in a will. If an amendment is 
made, which lacks the necessary testamen- 
tary formality, it will be disregarded. (Mer- 
rill case). Third, a devise or bequest to a 
trustee of an expressed trust is valid with- 
out respect to incorporation of the trust in 
the will, because such devise or bequest is 
an absolute testamentary disposition; hence, 
the right of amendment or an actual amend- 
ment is of no legal significance. (Swetland 
case). 

Safe Practice to Pursue 


It may readily be seen, therefore, that the 
inclusion in a trust declaration of the right 
to the trustor of adding additional property 
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thereto by will is fraught with danger, not 
so much to the trust companies themselves 
who may only lose the additional trust busi- 
ness intended for them, but to. those trust 
company proteges and protegees, the bene- 
ficiaries, who may be denied the bounty of 
the last-expressed wishes of their trustors. 

Safe practice under the present unsatis- 
factory condition of the law would seem to 
dictate that trust companies located in juris- 
dictions whose courts have not definitely de- 
termined the law, or, even if thus determined, 
who have trusts of non-residents which may 
be augmented by testamentary disposition, 
should require—as to the trusts which may 
be thus affected—either that subsequent 
amendments thereto be executed with all 
the formalities required for the execution of 
wills, or that the testator after an amend- 
ment should execute a new will or a codicil 
to the old one which specifically refers to 
and embodies by reference such amendment. 


ae ae ye 

Guaranty Company of New York an- 
nounces removal of its Chicago offices, from 
120 West Adams street to 105 West Adams 
street. The Guaranty Trust Company als? 


announces removal of the office of its Chi- 
cago correspondent, John D. Bowen, to the 
same address. 















GUIDING RULE FOR TRUSTEES: “NO MAN CAN SERVE 
TWO MASTERS” 


SOUND DOCTRINE TAUGHT BY EXPERIENCE AND FUNDAMENTALS OF 
TRUST SERVICE 


WM. A. STARK 
Assistant Trust Officer, Fifth Third Union Trust Company of Cincinnati, Ohio 


(Epiror’s Note: The successful and experienced trust officer knows that his work calls 
for more than strict observance of laws and the technique of fiduciary administration. 
Mr. Stark, in his interesting paper at the recent Southern Trust Conference in Nashville, 
from which salient portions are given herewith, approaches the matter of trustee responsibility 
from an angle that is unfortunately often neglected. He makes good his argument that there 
is a doctrine in trust work and liability which runs through all phases and which in truth 
has its source in the old biblical injunction ‘‘No man can serve two masters.”’) 


HEN we consider legal and moral 

rules governing the conduct of trus- 

tees we are amazed to find that the 
socalled golden rule which says “Do unto 
others as you would have them do unto you,” 
does not apply. We are forced to go back 
to the Sermon on the Mount and where it 
says in the sixth chapter of Matthew: “No 
man can serve two masters.”’ These six words 
are the source of practically all law govern- 
ing the conduct of trustees. A trustee may 
follow the golden rule in spirit as well as 
to the letter and find that it has violated 
the law and made itself liable for substantial 
damages. 

The words which are quoted from the 
good Saint Matthew have a very far-reach- 
ing influence, and many laws governing the 
conduct of trustees are but corollaries of 
the rule that “no man can serve two mas- 
ters.” For instance, the rule that a trustee 
cannot buy from or sell to itself is merely a 
corollary to the Biblical rule, because in buy- 
ing from or selling to itself a trustee is 
attempting to serve two masters. The same 
is true of the rule that a trustee cannot, 
directly or indirectly, receive any benefit 
from the trust estate other than the com- 
pensation to which it is entitled under the 
law. This rule is one of the most difficult 
for a corporate trustee to live up to, because 
it is so easy to convince oneself that you 
are not violating it, when there are no dol- 
lars and cents included in the indirect bene- 
fit received. 

Indirect benefits which do not involve the 
receipt by the trustee of a single penny may 


in some cases be far more valuable than 
would be a large commission made on the 
sale or purchase of securities, and these in- 
direct benefits are easily kept secret; hence 
we must keep a close watch on our actions 
to see that we stay within this rule, always 


Won. A, STARK 
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bearing in mind that benefits can be meas- 
ured in many ways other than in money. 


Sound Reasons for Applying Biblical Rule 

The Biblical rule seems a strict one, but 
our law-makers in the past so thoroughly 
appreciated its soundness, where trustees are 
concerned, that they established laws which 
have for their object the prohibition of acts 
which may lead trustees into the violation 
of the principles set down in that rule, whose 
age is measured by centuries. Such a law 
is the one which prohibits a trustee from 
buying from or selling to itself. In many 
states this is a rule of equity. In many it 
is considered to be a law based on public 
policy and, therefore, incapable of being 
abrogated by contract. 

In my own State the Legislature recently 
saw fit to enact a statute making void any 
clause in a trust agreement attempting to 
nullify the effect of this rule. To me this 
statute is merely declaratory of the law as 
it was at the time of the legislature’s action. 
The reasons behind this rule are so sound 
and have so much appeal to the public that, 
in my humble judgment, it is very unwise 
for any of you to make use of clauses abro- 
gating this rule, even though you, like us, 
are urged so to do by your trust customers. 
If your customer asks why you refuse to 
use such a clause, just call on your Bible 
once more and quote from the most perfect 
prayer ever written, saying, “Lead us not 
into temptation.” If you doubt the wisdom 
of this advice, then consult a few of the 
banks that have tried out this policy. 


Where Trustee Buys from or Sells to Itself 

Let us stop for a moment and see what the 
penalty is where the trustee buys from or 
sells to itself, and when I say itself I in- 
clude in that word its subsidiaries. The 
penalty is that the beneficiary is entitled to 
abide by the purchase or sale, if it has 
proven to be a profitable one for the trust, 
or may have it declared void, if it is un- 
profitable, and he is not obliged to treat all 
such sales and purchases alike, even though 
they are made at the same time, but may 
have one or more declared void and in the 
same breath elect to abide by one or more 
purchases which have proved to be_ bene- 
ficial. This is a harsh rule and intentionally 
so. It in effect makes the trustee the abso- 
lute guarantor of all securities sold by it to 
a trust estate. 

“Good Faith’ and Good Intentions 
Not Enough 

Now, in reading the Sermon on the Mount 
you will find nothing to the effect that good 
faith on the part of the servant will in any 
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way make it possible for him to serve two 
masters; nor will good faith protect the 
trustee, if it violates any of the legal rules 
governing its conduct. In this connection, 
the law seems to agree with that old adage, 
from I know not where, to the effect that 
“hell is paved with good intentions.” Those 
who are uninformed in trust matters, includ- 
ing importuning beneficiaries, will often ar- 
gue that you can safely violate a certain 
rule, if you are acting in what you and they 
call good faith, but if you, through kindness 
of heart and for the sole benefit of living 
beneficiaries, vary from the rule, then at a 
later date some beneficiary who was a minor 
or unborn when the incident occurred is 
very likely to cause you both trouble and 
expense. 

Many beneficiaries are unable to protect 
their own interests, and the establishment 
in a court of law of motives is a difficult and 
costly proceeding; hence the law has laid 
down the rule that good faith, even though 
conclusively proven, will not benefit a trus- 
tee who has violated one of the fixed rules 
governing its conduct. If you will bear in 
mind the number of beneficiaries of your 
trusts who by reason of the fact that they 
are unborn, or too old, too young, or too in- 
experienced, are not in a position to protect 
their interests, then you will realize the 
fairness of the law in saying that they, or 
their interest, should not be 
forced to establish in a court motives for 
the doing of a thing which may have been 
done many years prior to the date of the 
litigation. In many cases it would be im- 
possible to establish anything, and the result 
in any case would seldom be fair to both 
beneficiary and trustee. Therefore, as the 
law asks no one to do the impossible, it ad- 
vises the trustee at the start that, so far 
as it is concerned, good faith is no defense. 


successors in 


Important Rules to Recognize 
So much for the fundamental rule for trust 


conduct and its two chief corollaries. Now 
let us look to the rules which, while they 
are important, do not seem at least to meet 
us every day. 

First, a trustee has no right to bind the 
trust estate by contract or covenant unless 
given express power so to do. This must 
be constantly kept in mind, because the 
trustee is individually liable on the contract 
or covenant, if the trust estate cannot be 
held. Again the rule is just, as in this case, 
the mere granting to the trustee of the right 
to make such contracts and covenants sets 
the rule at naught. However, it represents 
one of the pitfalls into which the unwary 
trust frequently slips. 
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Second, except in very rare cases trust 
estates are not liable for torts of any kind, 
and the liability, if any, rests on the trustee. 
This rule, which is a logical outgrowth from 
a broader rule of equity to the effect that 
trustees cannot be protected by the trust 
estate from their own negligence, has caused 
much grief among trustees, both corporate 
and individual. 

Very few know that where improved prop- 
erty is owned by the trustee and the plaster 
falls upon the unsuspecting head of the 
tenant, or the tenant falls down an improp- 
erly lighted stairway, or a loose board from 
the roof descends upon a pedestrian, then, 
if there is any liability for damages, it is 
the personal problem of the trustee and there 
is no legal possibility of the trustee being 
reimbursed from the trust estate. This seems 
to be very harsh, but such is not the case. 
In none of the cases mentioned is there any 
liability to the injured person, unless there 
has been negligence on the part of the per- 
son in charge, to wit: the trustee, and surely 
no trust estate should be permitted to suffer 
as a result of such negligence. The harsh- 
ness arises out of the fact that there is 
no conscious negligence and perhaps no neg- 
ligence at all except the inability to examine 


the property in question prior to the accident. 

This rule represents a real hazard to the 
trustee, but, fortunately, the insurance com- 
panies have made it possible to insure against 
such liability, even though it arises out of 
the ownership of property before the trustee 
is aware of such ownership. In other words, 
blanket policies can be obtained under which 
you will be protected on newly acquired 
property for a short period of time without 
paying a premium in advance and without 
any liability to continue the insurance of 
this particular piece of property. This policy 
was invented for the benefit of corporate 
trustees, and if you are not using it, you 
should at once investigate its many merits. 


Rule Against Perpetuities and Charitable 
Trusts 

Third, it is impossible for me to discus the 
rule against perpetuities, but suffice it to 
say that in most states there is a limit to 
the time during which a trust may run, but 
in most cases this limit does not apply to 
charitable trusts. This in turn brings up 
the interesting and intricate question as to 
what is a charity, and unless you are ex- 
tremely careful you may find yourselves 
handling a trust for years and then learn 
that it was void from the beginning, because 
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the trust was not charitable and, therefore, 
violated the rule against perpetuities. In 
some states this applies to funds given to 
trustees (other than those in charge of a 
cemetery) for the perpetual care of graves 
and mausoleums. 

Several such trusts have been declared 
void, and, should you be the unfortunate 
holder of such a trust, the fact that it is de- 
clared void is quite likely to prove costly, 
since, if it was void, then in most cases it 
was void from the beginning and you had 
no legal right to pay out the funds in accor- 
dance with the terms of the trust. In this 
connection, I recommend to the consideration 
of you and your counsel the work known as 
“Zollman on Charities.” 


Rules Governing Management and Investments 


Fourth, what of the rules governing the 
general management of property, including 
the purchase and sale of investments? The 
general rule that “a trustee is bound to em- 
ploy such diligence and prudence in the care 
and management of a trust estate as, in 
general, prudent men of discretion and in- 
telligence in such matters employ in their 
own like affairs” is rather difficult to follow. 
In the form in which it is stated it requires 
the trust company to exercise better judg- 
ment than the individual, as it causes their 
actions to be governed by the conduct of 
other bankers and not by the conduct of less 
experienced individuals. However, as ques- 
tions under this head most frequently arise 
out of investments, we are fortunate in hav- 
ing other well-known rules to assist us. 

The first of these is to the effect that the 
trustee’s primary duty in handling invest- 
ments is to conserve the principal, The 
second, to the effect that the trustee should 
strive for a regular flow of income at as 
high a rate as is consistent with obedience 
to the first rule, is not so well established or 
so easy to follow, because in enforcing this 
rule we are often running counter to the 
wishes of beneficiaries who are alive and 
ean and do complain vociferously. 

In most jurisdictions there are certain 
securities in which by law a trustee may 
safely invest trust funds, and in most cases 
the trustee must invest in these securities 
unless specifically exempted from so doing 
by the terms of the instrument creating the 
trust. Where no exemption is granted, the 
problem is easy and there is little chance of 
liability, but where the exemption is granted 
and, worse still, where an unsuccessful effort 
has been made to grant it, the trustee’s 
problems are indeed real. * * * 

It seems futile to say to corporate trustees 
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that trust assets must not be mingled with 
personal assets. Examiners, state and fed- 
eral, not only caution you on this, but also 
see to it that their caution is heeded. 


Ignorance of Law No Excuse 

Further, there is one general rule of law 
which quite often results in difficulties for 
trustees. I refer to the well-established 
maxim that “ignorance of the law is no ex- 
cuse,” which in effect means that you must 
not only know as much as our various Su- 
preme Courts, but also that you must be 
able to guess when they are going to change 
their minds. With the advent of women and 
“parlor-pinks” on our Supreme Court ben- 
ches, this guessing business is becoming quite 
hazardous. However, the rule is there and 
all we can do is to wait for the lightning 
with our fingers crossed. 

There is one feature of this rule that 
‘ignorance of the law is no excuse” which 
has been and will continue to be a source of 
great annoyance to trustees. Under this 
rule you and I are presumed to know how a 
court will construe a given phrase or sen- 
tence. If in administering a trust, you are 
unfortunate enough to think that a certain 
course of procedure is definitely prescribed 
by a will or trust agreement, while it later 
turns out that the document provided for 
something different, then you may have the 
pleasure of paying through the nose, because 
of your confidence in your ability to under- 
stand the English language. 

If there is the least possible doubt as to 
what a trust agreement means, and one or 
more of the beneficiaries are unwilling or 
incapable of giving consent to a certain con- 
struction, then you had better call in your 
lawyer and have him bring a suit to con- 
strue the document. Otherwise, you may 
at some future time have the privilege of 
paying out of your own pocket an amount 
which you have wrongfully paid out of the 
trust fund. 


Caution on So-called Protective Clauses 

In conclusion I would like to caution 
against placing too great a reliance on so- 
ealled protective clauses. First of all, such 
clauses are not insisted upon by us for the 
purpose of enabling us to use their protective 
features as a part of our general scheme of 
operations, but they are inserted with the 
view that, while we expect to do our best, 
we are compelled to use human agencies and 
are, therefore, not infallible; hence we should 
be protected in cases where we have not been 
negligent, but where hindsight proves with 
a startling clearness that foresight was 
fau‘ty. 
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These protective clauses are found most 
frequently in mortgages, indentures and 
deeds of trust under which notes and bonds 
are issued. In apparent effect they protect 
the trustee from everything but its own 
negligence and wilful misconduct. In prac- 
tice corporate trustees have in the main gone 
much farther in these matters than seemed 
necessary in view of these protective fea- 
tures. However, the wisdom of this course 
is now being proved in decisions which in 
effect say that these protective clauses either 
do not mean what they say, or are void 
as being contrary to public policy. 

The courts rightfully say that, if literally 
construed, these provisions deprive the note- 
holder or bondholder of most of the pro- 
tection he believes himself to be getting when 
he buys the note or bond, and the courts are 
fast taking the position that a trustee cre- 
ated by such an instrument must to some 
extent be a trustee in fact and must have 
some duties to perform for the benefit of the 
security-holder. There can be no quarrel 
with the courts for taking this position, be- 
cause any right-minded man must appreci- 
ate that corporate trustees. knowing of the 
reliance placed by the investor in the fact 
that they are trustees of certain issues, 
should not take on those trusts unless they 
are willing to give the interests of the secur- 
ity-holders for whose protection they are 
created some measure of service. 


Requiring Commensurate Fees 

The small fees paid are no excuse. We 
should ask fees that will enable us with 
profit to fulfil our duties to the investment- 
holders, and if we are refused such fees we 
should decline the business. In fact, there 
is one rule not found in the law of trustees 
which should be a part of the code of ethics 
of every trustee, and that rule is that once 
a trust is assumed it should be administered 
to the best of the trustee’s ability, regard- 
less of whether or not the compensation will 
justify the effort. Belief in that rule has 
made the company for which I work one of 
the highest-priced trust departments in the 
city of Cincinnati, and we in the trust de- 
partment are sincerely proud of that fact, 
yet in spite of that fact we have lost money 
on some pieces of trust business, because we 
have never, on account of inadequate fees, 
stinted our services to any trust. 

This paper started rather like a sermon, 
continued after a while as an elementary 
treatise on law, but is now going to end as 
it began. The rules of conduct laid down 
by law for trustees are many. They are 
based on sound public policy. They are ab- 
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surd and ridiculous only to those who have 
not studied the reasons behind them, so in 
concluding I urge you first to familiarize 
yourselves with these rules, and, second, by 
sareful thought and study to convince your- 
selves of their fairness. In other words, on 
this subject the substance of my message is 
“Get wisdom, and with all thy getting get 
understanding.”’ 


o & 
Be fo fe 


DEPRESSION BRINGS OPPORTUNITIES 
FOR HIGHER SERVICE 

I am impressed with the idea that most 
things in this life are governed by averages, 
although this is not always apparent because 
of our close proximity to the object in ques- 
tion. So, as we contemplate the present 
times, should we not be grateful for its 
opportunities; and by service mount higher 
on successive steps in accomplishing even 
greater things and thus make our living 
worth while—J. HERBERT FULTON, vice-presi- 
dent Camden Safe Deposit and Trust Com- 
pany of Camden, N. J. 

The Fidelity-Philadelphia Trust Company 
is named as a co-executor in the will of the 
late Samuel M. Curwen, who was a director 
of the trust company. 





(UURUURURRRARAUUECCUUCSCCOCCSOSSESCEERSECRECEESEREEI 


CEACRRSEAEEREAEERERCERECERERERELALLILECLLICEEE SEEEEALLALEREREEREEEECERCEREECEEA CRESS EEL) 


NEW PLAN IN REBUILDING AMERICAN BANKING 
BUSINESS 


CRAIG B. HAZLEWOOD 
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ANKING has for the past three years 

been passing through such a storm as 

has vot been seen for forty years, a 
storm such as has previously been experi- 
enced by only the oldest inhabitants of our 
officers’ platforms. 3ut from every situa- 
tion, no matter how bad, some gain must 
come, The gain for the profession of bank- 
ing is the increased skill that is accruing to 
those bankers who are bringing their insti- 
tutions safely through this financial storm. 
It is not extravagant to prophesy that some 
of them will be better bankers than this cen- 
tury has yet produced. 


Discovering and Taking Losses 


In the wisdom of our experience we will 
advise our successors against the excesses 
which led up to these present-day conditions, 
which advice they will probably ignore in 
another decade or two. In the meantime, 
there is a very positive need for every one 
of us to know as nearly as possible, the exact 
situation of our own banks. The only course 
open to good banking—and may Heaven pro- 
tect the man who has not learned this fact 
from his experience during the past months 
—is to discover the losses, report them, and 
take them. 


Many bankers adhere to the old tradition 
that directors should be informed about the 
favorable circumstances only. This, needless 
to say, is utterly fallacious. Unless a direc- 
tor can be of some assistance in times of 
stress, he had better be replaced with one 
who can be relied upon. And the banker who 
shields his director from the less rosy facts 
of the business is taking upon himself a 
great deal of responsibility that he should 
distribute among his associates. Moreover, 
the director who has been shielded in this 
way has every right to resent the withholding 
of essential information, and to complain se- 
verely against what is in effect deception. 
The directors are entitled to full information 
about the affairs of their bank. They have 
the ultimate responsibility; they must be 
expected to assume it. 


No Substitute for Sound Management 

For a long while, a good many bankers and 
directors acted on the assumption that ex- 
amination and supervision could be relied 
upon to produce good banking. During this 
panic, we have seen that idea exploded so 
thoroughly that it can never return to ac- 
ceptance in the present generation. Exami- 
nation and supervision cannot be a complete 
substitute for management. Management is 
a dynamic, positive force that makes an in- 
stitution outstanding, good, fair, or poor. 
Xxamination and supervision can only warn 
when the institution has taken a turn in 
the wrong direction, and eventually can only 
close the doors when its warnings have been 
repeatedly disregarded. 


Whatever else we may advocate, let us 
never swerve from a steadfast advocacy of 
better bank management—in the basic mean- 
ing of intelligent administration and opera- 
tion of our institutions according to knowl- 
edge of the facts rather than by guess and 
hunch. Management alone will supply the 
answer to whether any individual bank, now 
in reasonably good condition, will succeed. 
For management alone can provide the loan 
and investment policies and the operating 
practices that will spell the difference be- 
tween success and failure. 

If this be true then a double conclusion is 
forced upon us: First, in relation to our own 
institution we must study our problems thor- 
oughly, intimately, with the very best think- 
ing at our command, aided by the best ad- 
vice and judgment we can obtain from our 
directors, and borrowing from the knowledge 
and experience of others who have learned 
the lessons of wise policies and, as well, the 
lessons of mistakes. The other conclusion 
is that we must force the attention of our 
neighbors and competitors to these same 
problems, having learned the fate of other 
institutions affects ourselves. 

We must break the isolation or self-suffi- 
ciency of the banker who thinks he has noth- 
ing to gain by conference and cooperation. 
We must continue our cooperative study of 
bank management. 
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SOME PITFALLS TO BE AVOIDED IN THE DRAFTING 
OF WILLS 


PERMITTING PURCHASE OF ASSETS BY EXECUTOR OR TRUSTEE 


A. L. GRUTZE 
Vice-president and Trust Officer of Title and Trust Company, Portland, Oregon 


HE title to the subject with which I 

am going to deal is misleading. It is 

however a subject which should be of 
interest to every officer, director and stock- 
holder of a trust company or bank main- 
taining a trust department. 

The stockholders of every trust 
or bank qualified to do a trust business 
should draw their wills and appoint their 
respective trust companies as executor and 
also trustee. We are all aware of the old 
fundamental of law that a fiduciary cannot 
lawfully sell any of the assets of his trust 
to himself. This restriction undoubtedly ap- 
plies to a corporate fiduciary as well as to 
an individual acting in a fiduciary capacity. 
This also brings up a serious question which 
can best be summed up in the query: 


company 


“May a trust company, as executor or ad- 


ministrator of the estate of a person who 
died possessed of some of its stock, sell and 
transfer the stock to certain stockholders of 
the trust company and thereby bring about 
a change in its control by which benefit 
would accrue to the officers of the trust 
company who acted for it?” 


Sale and Transfer of Trust Company Stock 

The answer to the above question would 
logically seem to be that such a sale and 
transfer could not be made unless absolutely 
necessary for the payment of debts or set- 
tlement of the estate, and then only for the 
highest price obtainable, the whole transac- 
tion to be free from fraud and connivance 
on the part of the executor or trustee or its 
officers. It is conceivable that a case might 
arise where the only persons able to pur- 
chase the stock would be those stockholders 
who desired a change in control, and the 
stock would, if sold at all, have to be sold 
to them. In such a case there could be no 
suspicion of fraud or impropriety. If the 
stock must be sold those most likely to pur- 
chase it would be the other stockholders who 
know all about it. To exclude them as pur- 


‘hasers would be tantamount to stripping 


the stock of most of its value, for it is fair 
to suppose that those who own stock in the 
company would be most interested in acquir- 
ing its stock. The test should be whether 
the matter is tainted with fraud or favor. 
If free from both the sale should be valid; 
if not, it should be voidable and subject to 
being set aside. 
Observing the Trust Relationship 

In Oregon, however, there has long been 
a statutory prohibition against a sale of 
estate assets by an executor or administra- 
tor as follows: “All purchases of the prop- 
erty of the estate by an executor or admin- 
istrator, however made, whether directly or 
indirectly, are prohibited, and if made are 
void.”” (Oregon Code 1930 11-630.) It will 
be noticed that our code does not say such 
sales are “voidable” but that they are “Void.” 


A. L. GRUTZE 











eA YOUNG MAN with a broad 
knowledge of securities and with 
graduate business school training, who is 
now employed by a large investment 
banking house, is interested in securing 
a responsible position in a personal trust 


department or its investment division, 
because of his particular confidence in the 
future for the business of personal trust 
administration. 
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A search for decisions does not give us any 
precedents. There does not seem to be any 
case just in point as affecting stock of trust 
companies or banks but the principle is well 
established that a trustee cannot wrongfully 
benefit by his trust, that trustees cannot use 
their relations to the trust property for 
their personal advantage. (Ellicott vs. Cham- 
berlin, 88 N. J. Eq. 604.) And this would 
apply to the officers of the trust company 
executing the instrument of transfer as well 
as the trust company, for while the trust 
company is trustee for the estate, the officers 
hold a trust relationship with both the es- 
tate and the trust company. 

The purchase by a trustee, directly or in- 
directly, of a trust estate is voidable; and the 
duty imposed upon a director, as trustee and 
agent, disqualifies him from becoming a pur- 
chaser at the sale and from acting for an- 
other.— (Welch vs. Woodruff, 20 N. Y. S. R. 
840.) 

The Governing Principle 

In the case of Raleigh vs. Fitzpatrick (438 
N. J. Eq. 501, 11 Atl. 1) it was held to be 
a governing principle that a trustee, in no 
ease nor in any circumstances, could become 
a purchaser of property when the fact of his 
making such purchase had a tendency to pro- 
mote his own interest at the expense of his 
cestui que trust, and that it could make no 
possible difference in reason and principle in 
what manner, or by whom, the sale was 
made when his duty in his trust relation was 
to make the property bring the highest price 
in the protection of the interest of the cestui 
que trust. 

The court said: “So jealous is the law 
upon this point that a trustee may not put 
himself in a position in which to be honest 
must be a strain upon him. . . . When he 
becomes a purchaser, and exercises the con- 
ceded privilege of a purchaser ... at the 
lowest price, a direct conflict between fidu- 
ciary and personal interest arises.” The same 
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principle would apply where a sale by a2 
trustee was made to someone through whom 
a benefit would accrue to the trustee by 
virtue of the sale. Notwithstanding the de- 
cisions from New York and New Jersey, I 
do not believe that in Oregon any sale by 
an executor or administrator could possibly 
be approved by our courts, because of the 
absolute provision that such sales are pro- 
hibited and if made are void. 


Power to Sell Stock 

In conducting our trust department we 
have a prohibition against even any em- 
ployee purchasing a single item of an estate 
in our hands for administration or other- 
wise. We deem that even an employee is 
just as much a part of the company as if 
he or she were the company itself when it 
comes to apply the restrictions of a fidu- 
ciary selling any part of its trust to itself. 
This is rather stringent but at the same time 
we deem it wise. 

Notwithstanding my own opinion and the 
prohibition of the statute I have provided 
in my will that the company in which I am 
associated shall have the power to sell any 
stock in the company which I might own at 
the time of my death to any officer, director, 
employee or other stockholder at such price 
and either for cash or on terms as it in its 
sole discretion may deem advisable without 
any order or confirmation of court. 

With this provision in a will under my 
administration as trust officer I would re- 
quire that offers be made for any stock of 
the trust company from outside interests not 
connected with the company and the stock 
would have to be sold at not less than the 
highest price offered and a full report made 
to the court before the sale was consum- 
mated. Under those circumstances I be- 
lieve the sale would be upheld in any con- 
test or question of the transaction. We owe 
it as a duty to our clients to insist upon 
some such provisions in the wills of those 
holding stock in the trust company or bank 
as a protection not only to other stockhold- 
ers but particularly to the public at large 
who have shown their confidence in cor- 
porate administration of trusts by naming 
trust companies and banks to manage their 
affairs. 

In discussing this entire subject with a 
lawyer recently his solution was for the 
trust company to sell the stock through a 
third party. This however does not solve 
the problem as you cannot legally do indi- 
rectly what cannot be done directly. 

It seems to me that some of our old funda- 
mentals and standards of law are archaic 
and that the real solution is through amend- 
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ments to our statutes with proper safeguards 
to protect heirs and beneficiaries. It is my 
recommendation that the laws should at 
least be amended to permit the purchase of 
assets of an estate or trust by the executor 
or trustee where provision permitting such 
sale is contained in the will. 

I believe that too little thought has been 
given to this subject and I hope that the 
subject is one which will invoke discussion 
and more consideration. In years to come 
the wisdom of anticipating conditions that 
can arise and probably will arise most any 
day, will be avoided. Nearly every trust 
officer undoubtedly knows of trust companies 
or banks where one individual either owns 
an actual majority of the stock or sufficient 
stock to constitute a balance of power. 

I am not convinced as to just how far the 
restrictions on the sale of the stock of a 
trust company or bank in any estate would 
apply, that is, whether it would extend to 
clerical help, stockholders who are not offi- 
cers, directors or employees, or in fact as 
to just whom it would apply. I can find no 
decisions, but meantime our company con- 
Siders, under the Oregon law, that it applies 
to all of these classifications. 


BANKING AS A CAREER 

Fresh stimulus is needed these days to 
young men, especially in banking, because of 
conditions that tend to deaden ambition. 
Timely, therefore, is the new edition of “An 
Outline of Career” shortly to be issued by 
Doubleday Doran which will contain con- 
tributions from distinguished Americans in 
every walk of life. One of the chapters will 
be on banking as a career which includes a 
contribution by Reeve Schley, vice-president 
of the Chase National Bank of New York, in 
which he says: 

“Three years’ hard work in an apprentice- 
ship in a bank with the background of a 
college education will give a man at the end 
of those three years a far more practical 
education than the time spent in the study 
of the technique of banking in some other 
institution. A young man must come to a 
bank with the expectation that, however good 
his education may be, he must expect to learn 
the practical details by actually doing them 
and by watching older men do them.” 


Austin L. Adams has been elected president 
of the Colonial Trust Company of Waterbury, 
Conn., and Edwin C. Northrup, a vice-presi- 
dent. 
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Aviation Facilities 


Shushan Airport — New Orleans’ $2,000,000 
Municipal Airfeld—now under construction, will 
have eleven airplane hangars to accommodate ap- 

oximately 350 planes; two large administration 

uildings and several smaller ones; runways 3,500 
feet in the direction of the prevailing wind; a hy- 
droplane base to facilitate seaplane traffic between 
New Orleans and Latin America; parking space 
for 2,500 automobiles; and direct connections with 
all railroad lines. This airport will rate 50% to 
100% in excess of government specifications for a 


class A-1-A field. 
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MICAWBER’S ADVICE TO DAVID COPPERFIELD 


Famous characters and quotations from 
English authors and biographers serve as 
texts for attractive folders issued by the 
Royal Trust Company of Montreal, Canada. 
One of the quaintly illustrated series quotes 
from Dickens the improvident but ever debo- 
nair Micawber when he advised David Cop- 
perfield on the eve of taking up a sojourn in 
the debtor’s prison. Micawber, the improvi- 
dent, says: 

“My other piece of advice, Copperfield, 
you know—annual income twenty pounds, 
annual expenditure nineteen pounds, nineteen 
siv, result happiness. Annual income twenty 
pounds, annual expenditure twenty pounds 
ought and six, result misery. The blossom 
is blighted, the leaf is withered, the God of 
day goes down upon the dreary scene, and in 
short you are forever floored.” 

The Royal Trust Company adapts Micaw- 
ber’s advice by directing attention to the 
guaranteed investment receipts issued by that 
company paying interest quarterly at the rate 
of 5 per cent per annum as safe and conve- 
nient for those who would avoid being “for- 
ever floored.” 


Micawber Gives Advice to David Copperfield 








GIVING ATTENTION TO INSURANCE PROBLEMS 
AFFECTING THE FIDUCIARY 


AVOIDING LIABILITY AND LITIGATION 


SAMUEL FREIFIELD 
Attorney at Law, Steubenville, Ohio 


(Epiror’s NOTE: 


Mr. Freifield discusses a few examples of many types of problems 


which immediately concern the fiduciary as regards insurance of trusteed property. He 
directs particular attention to adequate insurance protection in mortgagee clauses, fire 


and windstorm coverage and distribution of risks. 


He does not deal with questions of 


liability but the objective of preventing or obviating liability in the first instance.) 


T is a general principle of the law that 
the fiduciary must exercise “reasonable 
care” in dealing with the trust. Obvious- 

ly, this standard is not inflexible, and the 
circumstances surrounding any particular 
case must generally determine whether he 
has maintained this standard. 

As to many of the problems which arise 
in connection with the management and care 
of the trust estate, the fiduciary may have 
statutory guides applicable in his own juris- 
diction. These may definitely indicate just 
how his activities are to be limited, so that 
a compliance with the pertinent legislative 
enactments will relieve him of possible liabil- 
ity. On the other hand, the statutory rule 
itself may be flexible—may incorporate such 
expressions as “reasonable discretion,” “rea- 
sonable care,’ “full discretion,” etc., so that 
che burden is cast upon the fiduciary so to 
conduct his affairs that he will not violate 
these general standards; for otherwise, a 
resultant loss will be chargeable to him. 


Adequate Insurance Protection 

Aside from any question of possible liabil- 
ity which may be involved, the fiduciary owes 
it to the trust to see to it that insurance mat- 
ters affecting the trust estate are dealt with 
adequately. For this, the corporate fiduciary 
is undoubtedly better equipped than any in- 
dividual trustee, in the usual case; because 
it, as a practical measure, may employ peo- 
ple expert in insurance matters, who can 
allocate their activities to all trust problems 
concerning insurance questions, where the 
corporate fiduciary is privy. With the in- 
dividual trustee, to retain a competent in- 
surance “examiner,” so to speak, would en- 
tail an outlay, which from the trustee’s point 
of view might not be desirable. 

Yet from the standpoint of the safety, the 


convenient handling of the trust estate, and 
the aborting of potential law suits, matters 
of this nature demand careful attention. 
Here, no questions of liability for failure to 
recognize and meet the various fact configu-. 
rations are considered; rather, they are 
treated with the objective of preventing or 
obviating liability, so that that question need 
not arise in the first instance. 

Of the many types of insurance problems 
which may present themselves, the following 
(which constitute only a few) are believed 
to be somewhat indicative. It may be said, 
too, that the considerations which apply to 
fiduciaries are also, in many instances, ap- 
plicable to mortgagees generally, and hence, 
should be of particular interest to banks. 


Insurance Provisions in Mortgagee Clauses 

In many states, a fiduciary (or particular 
fiduciary, such as a guardian, for example) 
is permitted to loan funds of the trust on 
real estate, securing the same by first mort- 
gage. Under these circumstances, the fidu- 
ciary (or mortgagee generally, for that mat- 
ter) asks as a matter of course that a clause 
be inserted in the insurance policy of the 
mortgagor, protecting his (the mortgagee’s) 
interest as it may appear, in the event of 
loss. 

A superficial examination of the clause 
which is to operate to protect the mortgagee’s 
interest is not enough, however, for situa- 
tions may arise, where such a stipulation will 
avail him nothing. For example, suppose the 
clause in the policy, insuring for fire, makes 
the loss payable to the mortgagee, “subject 
to the terms and conditions of the policy.” 
The mortgagor wilfully burns the property. 
The policy contains a stipulation avoiding li- 
ability in such event, 

This is an extreme example, perhaps, but 
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the very circumstance has arisen; and it has 
been held by some courts of last resort that 
in such case, the mortgagee’s right to re- 
cover is also avoided. Where breaches of 
other conditions of the policy by the mort- 
gagor are similarly interpreted, the mort- 
gagee, in some jurisdictions, would have no 
recourse as against the insurer. 


It becomes apparent, then, that the mort- 
gagee should insist that the stipulation pro- 
tecting his interest, cover him no matter how 
the loss ensues, as long as it is within the 
purview of the peril insured against. The 
mortgagee, as of right, may ask for and ob- 
tain such protection, for he is an innocent 
party to the transaction, and should not suf- 
fer by reason of anything the mortgagor 
might or might not do. Under this heading 
may also be noted cases where a fiduciary 
loans trust funds on participating (or con- 
tributory) mortgages—permissible for speci- 
fied fiduciaries in some states. Here, too, 
he should ascertain that the insuring clauses 
adequately secure his interest. 


Fire-Windstorm Coverage 


It is becoming quite customary for the 
mortgagee to ask that windstorm (tornado, 
cyclone, ete.) be one of the perils insured 
against, especially in those localities where 
the loss experience in this regard makes such 
coverage particularly desirable (just as, in 
certain portions of the country, earthquakes 
would, as a matter of course, be a hazard in- 
sured against). In most places, the rate 
charged for this protection is reasonably low, 
and the mortgagee should insist on this form 
of coverage. 


Where windstorm is one of the perils cov- 
ered, the fiduciary (or mortgagee generally) 
whose interest is being secured, should make 
certain that the fire and windstorm policies 
are written by the same insurer. This pro- 
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ceeding may obviate difficulties which could 
well arise in the event of loss, where it is 
not easy to determine just what portion of 
the loss is contributed by fire, and what, by 
windstorm. For example, suppose that as a 
result of a severe windstorm, a house, the 
fire coverage on which is written by the A 
company, and the windstorm, by the B com- 
pany, is partially demolished, and by virtue 
of this, a fire ensues, completing the destruc- 
tion of the building. 

Under such a state of affairs, it would be 
extremely difficult to fix the liability of each 
insurer, Both might deny liability alto- 
gether, and the mortgagor would find him- 
self with two potential lawsuits on his hands. 
The mortgagee would be embarrassed, or if 
the fiduciary has title to start with (as where 
he is permitted to, and does purchase real 
estate with trust funds), he would be in a 
similar predicament. 

Where a windstorm blows down a build- 
ing, and a fire breaks out, it may be as a 
result of (1) the fall of the building, (2) 
undetermined causes. And it is true that if 
the fire policy contains the standard clause 
that “if a building or any part thereof shall 
fall, except as the result of fire, all insurance 
by this policy on such building or its con- 
tents shall immediately cease,” even if the 
same company has covered both perils (fire, 
windstorm), difficulties might arise in the 
event of the first contingency. 


But generally, where the one insurer’s li- 
ability is fixed in either event, most problems 
of this nature are more easily solved. 


Distribution of Risks 

In many instances, it is usual for insurance 
agents, when writing a risk, to proportion 
the same, so that more than one insurer 
shares the risk. This may be done for con- 
siderations personal to the agent himself, as 
where he represents many companies and 
wishes to maintain a certain quota with each 
of them. Or it may be done from the insur- 
er’s standpoint. The amount of coverage 
may exceed what any one company may care 
to handle. The item covered may be in an 
undesirable neighborhood. Again, it may be 
an “exposed” risk, or adjacent to “exposed” 
risks. 


The fiduciary may, of course, request that 
only one insurer write the risk, and the agent 
generally will comply. But if, for any rea- 
son, this is not feasible, the fiduciary should 
see to it that the policies insuring the risk 
read alike, with respect to the items insured, 
and as to the policy provisions generally. 
Furthermore, he should make sure that the 











A FEDERAL CORPORATION 


Union Trust Company 


OF THE DISTRICT OF COLUMBIA 
Capital - - - 


$2, 000,000.00 
Surplus and Undivided Profits - 870,000.00 
OFFICERS 


CO I. ose ce asenescsawsveanes President 
GEORGE E. HAMILTON...... Vice-President, Attorney 

and Trust Officer 
GEORGE E. FLEMING. Vice-Pres. and Ass’t Trust Officer 


WALTER (S. TIADMAN . «0.0 oc cc ccvcccsee Vice-President 
EDWARD L. HILLYER.V.-Pres. and 2d Ass’t Trust Officer 
Epeon B. OLDS... <0. Vice-President and Treasurer 
IRVING ZIRPEL..Secretary and 3d Asst. Trust Officer 
W. FRANK D. HERRON.......... Assistant Treasurer 
SG... WHEE2008 DEGIBR oo. ccc cccscs Assistant Treasurer 
S, BEM PEATERR qo .00scccsece Assistant Treasurer 
bj! I” ee Assistant Secretary 
. WESLEY CLAMPITT, JR.........Assistant Secretary 


ILLARD G. MCGRAW..........-. Assistant Secretarv 








policies permit other insurance to be carried, 
and that none of the policies will be invali- 
dated because of additional insurance cover- 
ing the item. 

In conclusion, it may again be said that 
the above are just a few examples of the 
many types of problems which concern the 
fiduciary, in dealing with insurance matters 
affecting the trust. Many of the “hard cases” 
which may arise, can definitely be guarded 
against, and, the fiduciary, as custodian of 
the trust, should feel it a paramount duty 
to give them such attention as will not ne- 
eessitate resorting to the courts. 
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FEDERAL LAND BANK BONDS NOT 
LEGAL FOR TRUST FUNDS 


Federal land bank bonds do not qualify 
as legal investments for trust funds under 
the statutes of Pennsylvania, according to a 
recent decision by Judge S. E. Gangloff of 
the Orphans Court of Schuylkill County. 
This is the first important decision rendered 
by Judge Gangloff, who resigned several 
months ago as trust officer of the Schuylkill 
Trust Company of Pottsville, Pa., in order 
to assume his judicial duties. 

The decision is of general interest to Penn- 
sylvania fiduciaries because it is the first 
judicial expression in the state on the legality 
of federal land bank bonds as non-legal in- 
vestments. The question was raised through 
an exception to the intermediate account of 
an executrix alleging that the Pennsylvania 
Act of 1923 P. Pl. 1059, designating suck 
bonds as legal investments for fiduciaries, 
was contrary to the Constitutional Act gov- 
erning trust investments and violated the 
provision against permitting trust invest- 
ments in bonds of a private corporation. 

The questionable character of this invest- 
ment had been first pointed out to the ac- 
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countant by Edgar Downey, who succeeded 
Judge Gangloff as trust officer of the Schuyl- 
kill Trust Company. The constitutional pro- 
vision prohibited legislation authorizing ex- 
ecutors, trustees or other fiduciaries therein- 
mentioned to invest trust funds in the bonds 
or stocks of private corporations. A statute 
of 1832 had authorized a fiduciary to peti- 
tion the Orphans Court for permission to 
invest in a given trust security but this leg- 
islation was replaced in 1917 by statutes 
omitting such authorization, and the Act of 
19283 purported to give legislative authority 
for investment in federal land bank bonds. 

Judge Gangloff examined the Act of Con- 
gress of July 17, 1916 creating the bank, and 
amendments and supplements thereto and 
found that while the security back of such 
bonds consists of first mortgages on farm 
lands obtained through National Farm Asso- 
ciation, such mortgages are not necessarily 
first liens on Fennsylvania real estate. Nor 
did he find that these bonds are “stock or 
public debt of the United States,’ for the 
Act of Congress nowhere sets up the credit of 
the United States Government as security 
for them; and designates these bonds as “‘in- 
strumentalities of the Government of the 
United States” plainly for taxation purposes 
only. The United States shall become a stock- 
holder only when all of the stock is not 
subscribed for privately or by state govern- 
ments, and “we have been unable to find 
anywhere in the Act any guaranty assumed 
by the Government of the United States in 
respect of the capital of the federal land 
banks for their bonds.” He therefore 
tained the constitutional objection. Apart 
from the Pennsylvania constitution feature 
Judge Gangloff’s analysis and opinion is per- 
tinent in many other states which have au- 
thorized fiduciary investments in these bonds 
by legislation. 

The opinion also sets forth that a fiduciary 
invests at his own risk in private corporate 
stock or bonds, and is not excused by advice 
of counsel. Also that he cannot offset gains 
made for the estate against losses caused 
by investments in non-legal securities. 


sus- 


The New York Trust Company is executor 
of the estate of the late Henry F. Homes 
which has been appraised at net value of 
$679,720, of which $541,000 is distributable to 
charitable, educational and other public or- 
ganizations. 


Henry J. Tansley, secretary of the Chicago 
Title & Trust Company is celebrating his 
fortieth year with that concern. Mr. Tans- 
ley became associated with the Chicago Title 
& Trust as an office boy. 








622 


NEW PRESIDENT OF THE UNION TRUST 
COMPANY OF WASHINGTON, D. C. 

The recent election of Ord Preston to the 
office of president of the Union Trust Com- 
pany of Washington, D. C., brings assurance 
of carrying forward the admirable policies 
and traditions of that company which were 
developed by Edward J. Stellwagen, who 
relinquished active duties to become chair- 
man of the board and after conducting the 
affairs of the company for thirty-two years. 
Mr. Preston brings to his new duties the 

atured experience and those qualities that 
characterize the high type of banking and 
fiduciary administration which has always 
marked the Union Trust Company. His 
familiarity with the organization, its clients 
and procedure is based upon twenty years 
of service with the company as a director and 
for many years as a member of the executive 
committee. 


OrD PRESTON 


Elected President Union Trust Company 
of Washington, D. C. 


Mr. Preston has been a native of Washing- 
ton since 1911 and was born fifty-eight years 
ago in St. Helena, California, the son of 
Col, Albert W. Preston, U. S.A. He ob- 
tained his early education in Phillips Exeter 
Academy and graduated in 1899 from Yale 
with the degree of B. A. His first business 
associations were with a Wall street broker- 
age and banking firm. For two years he was 
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in the coal business in Pottsville, Pa., and 
then returned to New York with a stock ex- 
change house. He gave up his New York 
connection to come to Washington where he 
became a director in the Washington Gas 
Light Company in 1910. In 1923 he was 
elected vice-president of the company and 
became president in 1924, resigning from that 
office two years ago. Mr. Preston is a mem- 
ber of the Episcopal Church, treasurer of the 
Church Orphanage Associativn and has given 
generously of his time and means to the In- 
structive Visiting Nurses Society as well as 
the local Community Chest. 

Mr. Stellwagen maintains active contact 
with the Union Trust Company in the newly 
created office of chairman of the board. Up 
to his retirement as president, at the age of 
78 and owing to ill health, Mr. Stellwagen 
had the distinction of being the dean of ac- 
tive bank presidents in Washington. He was 
one of the founders of the trust company and 
its only president up to the time of his re- 
cent retirement from that office. He has been 
among the foremost in Washington civie and 
constructive enterprises. He was chiefly in- 
strumental in bringing about the construc- 
tion of the first Willard Hotel which he and 
his associates operated for twenty years. He 
was also mainly responsible for the erection 
of the Capital Park Hotel and until recently 
was president of the Raleigh Hotel Corpora- 
tion. Mr. Stellwagen served the Capital 
Traction Company for many years as a di- 
rector and was also a director of the Wash- 
ington Gas Light Company. Mr. Stellwagen 
was also actively identified with philan- 
thropic and cultural work in the capital. 


The Senate Committee on Banking and 
Currency at Washington has approved the 
Norbeck bill which would permit states to 
tax national banks on the same basis as 
state institutions. 
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AVOIDING HAZARDS IN TRUST ADMINISTRATION 


SOME LESSONS TAUGHT BY ACTUAL EXPERIENCE 


A. B. CULBERTSON 
Trust Officer, First National Bank, Fort Worth, Texas 


(Epitor’s Note: 


Knowledge of law and the mechanics of operation are necessary to 
efficient trust management; but experience, after all, is the best tutor. 


The expert in trust 


work knows that he can avoid trouble and controversy by exercising due caution in the accept- 
ance of a trust which is often charged with possibility of harm, misunderstanding and liability. 
Mr. Culbertson deals with some of the pitfalls that may be avoided, notably in connection 
with the creation of irrevocable trusts, successor-trusteeships, liability for torts and in con- 
nection with notes endorsed ‘‘without recourse’’ on the endorser.) 


N ounce of prevention is said to be 
worth a pound of cure. This is cer- 
tainly true when it comes to admin- 
trusts and estates. Much of our 
trouble in administering an estate can be 
avoided if we know all the facts and can 
be permitted to plan the estate for our cus- 
tomer in such fashion as to expedite admin- 
istration. So our first precaution should be 
to see that the terms of the trust instrument 
are as favorable as possible. 

The trustee is limited solely to the power 
given him in the trust instrument, and must 
not depart in any particular from these pow- 
ers. These should be, therefore, just as broad 
as the trustee is permitted to make them, not 
that we may make our path soft, but that 
we may do the most for the estate. In nam- 
ing these powers, we frequently encounter a 
rule of law which provides that specific lan- 
guage shall control over general language. 
For instance, the trust deed may give general 
powers to the trustee to do all things neces- 
sary in the administration of the trust and 
then provide for a number of specific powers 
for the trustee. These specific powers have 
the effect of nullifying the general powers 
so that the trustee is limited to the specific 
powers named. Sometimes the trust instru- 
ment provides that the trustee may invest 
in mortgages, bonds, and other securities. At 
first glance we might conclude that the lan- 
guage gave the trustee full discretion as to 
investment, but our courts have held that 
the words “other securities” are limited to 
the kind of specific securities named. It is 
well, therefore, to be careful to see that the 
trustee has broad powers. 


istering 


Hazards in Irrevocable Trusts 

Another pitfall to be avoided is the custo- 
mer who thinks he wants to create a volun- 
tary trust that cannot be revoked. He in- 
sists he wants his trust fixed so that no one 
can reach it. The trustee likes business that 
will stay on the books as long as possible so 
he encourages the customer to make his trust 
irrevocable. Later it develops that the cus- 
tomer did not appreciate the full significance 
of his act. He wakes up to find he is not 
satisfied and claims he did not know he was 
parting forever with the title placed in trust. 
I do not discourage such trusts, but I would 
strongly urge that the customer be fully 
aware of the consequences of his act so that 
he will not unwittingly bind himself irrevo- 
ecably. There are many cases where the 
courts have granted relief to the trustor on 
the grounds that it was not his intention to 
part irrevocably with his title notwithstand- 
ing the plain language of the trust deed. 
Such procedure causes a dissatisfied customer 
and reflects on the institution. 

The trustee may also find that he does not 
have the soft thing that he imagined he 
would have. He may find he would be glad 
to relinquish the trust, but finds himself un- 
able to do so. He may find he has been 
misled as to the facts of the case and instead 
of finding he has a bonanza, he may find he 
has a lot of trouble on his hands, 

I know a case where the grantor of the 
trust gave the trust officer a description of 
his properties showing values of about $300,- 
000 and supported it by a credit statement 
on file with his bank. He gave statements 
as to his indebtedness and declared it to be 
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his intention to create an irrevocable trust 
for his children. Here was water on the 
wheel immediately. The trust officer needed 
business to show immediate profit. The trust 
was drawn as requested. It developed that 
the man was heavily involved, far beyond 
what the statement showed, and his proper- 
ties worth far less. The storms were simply 
beating around him and he rushed to his 
trust officer for refuge and found the trust 
officer a willing victim. Had he not adver- 
tised the matchless facilities of his trained 
organization? Did he not have experts in 
every line, real estate, legal, statistical, in- 
vestment and what have you? Could he not 
offer the composite judgment of a group of 
business men daily engaged in such labors? 
They were certainly daily engaged thereafter 
in trying to untangle his affairs. I am told 
the oft-advertised fact that a corporate trus- 
tee never dies was almost refuted in this in- 
stance as the corporate officials nearly died 
of apoplexy when the facts were made 
known. 

An examination of the titles to the prop- 
erty involved would have revealed a large 
part of the indebtedness and proper investi- 
gation by the credit department would prob- 
ably have divulged much of the other obli- 
gations. 

Another case came to my attention recently 
where a lady created an irrevocable trust of 
her ranch for the benefit of her sister and 
her heirs after her death. Later she and her 
sister found it necessary to have funds with 
which to operate the ranch or suffer irre- 
parable loss, The trustee was willing to re- 
linquish the trust and all of the heirs joined 
the sisters in the deed for reconveyance. But 
in order to clear the title, it was necessary 
to file suit setting up mistake in the creation 
of the trust. When any customer desires to 
create a voluntary trust of mixed properties, 
it is very important that everything possible 
be learned about the property to be placed in 
the trust and about the personal affairs of 
the grantor, especially if it is to be an ir- 
revocable trust. 


Successor Trustees and Guardians 


Occasionally a bank is asked to act as suc- 
cessor to a previous trustee or guardian. In 
most cases it is necessary for the district 
court to appoint a successor trustee unless 
the trust instrument makes provisions for a 
successor. Of course where a court appoints 
a successor trustee, he will approve the final 
account and discharge the former trustee and 
the successor trustee will be protected. No 
appointment as successor trustee should be 
accepted until the final account of the former 
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trustee is filed in the district court and has 
been approved by the court and the former 
trustee discharged. 

A similar difficulty is encountered in ac- 
cepting appointment as successor guardian. 
We were recently appointed successor guard- 
ian by the probate court upon the application 
of an attorney and his client without con- 
sulting us. When the oath and bond were 
presented to us for signature, we asked to 
see the final account of the previous guardian. 
It showed a claim for money advanced by 
the guardian to the estate without an order 
of the court having been previously entered 
authorizing it. More than the income had 
been expended by the guardian without pre- 
vious order of the court. We declined to act 
on the ground that the statute requires that 
the successor must account for all funds that 
came into the hands of the former guardian. 
The report on its face showed unauthorized 
expenditures and the order of the probate 
court approving the final account did not 
make such expenditures valid. We reached 
the conclusion that we might be required in 
after years to account to the wards for these 
illegal expenditures. A trustee or other fidu- 
ciary is not protected by void decree, nor do 
we think it would be protected by a voidable 
decree. 


Liability for Torts 


We had another interesting experience as 
guardian. The young lady for whom we 
were guardian became 19 years of age and 
had her disabilities removed. She then filed 
application with the probate court to have 
us cited to file our final account and close 
the guardianship. We were quite willing 
to do so, but the statutes provide that a 
guardian may be cited by the courts and 
discharged when a minor becomes twenty-one 
years of age, or in the case of a girl, when 
she marries, or an insane person when he has 
been declared sane. No provision was made 
for the removal of disabilities. The probate 
laws are always strictly construed. The 
Court of Civil Appeals at Fort Worth many 
years before had held that the statutes did 
not provide for this contingency. However, 
since she had been declared of legal age for 
all purposes except voting and since we had 
satisfied ourselves that the removal of her 
disabilities was legal, we concluded that if 
she gave us full release and discharge, and 
accepted settlement from us, she would be 
estopped from any further action against us, 
and for this reason did not contest the order 
of the court to file our final account. 

There are many pitfalls to be avoided after 
we have accepted the trust and set it up on 
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our books. For one thing, we are personally 
liable for our torts. The Supreme Court of 
the United States has said that a trust can- 
not commit a tort. While we are adminis- 
tering a trust, if an injury is suffered by a 
third party through our neglect or through 
the neglect of our agents or employees, we 
are personally liable for damages. We may 
be managing a farm and a bull in our pos- 
session gores someone, or someone may be 
injured because of a defect in the sidewalk, 
or be injured in an elevator of a building 
held in trust by us; in any of these cases, 
we as trustee must pay the damages out of 
our pockets. Our Texas courts have held 
that where a trustee has not been grossly 
negligent, he may reimburse himself out of 
assets belonging to the trust, if there are 
sufficient assets, but he must first respond 
to damages out of his own pocket for the 
injury. Therefore, it is extremely impor- 
tant that an immediate investigation be made 
to discover any possible hazards to the safe- 
ty of property of others flowing from prop- 
erty in our management. Such hazards 
should be covered by public liability in- 
surance. 

A personal inspection should be made of 


all property in the trust and a written re- 
port filed among the archives of the trust 
showing the exact condition of the property 
at the time it is taken over and these in- 
spections and reports should be made at fre- 
quent intervals. This will enable you to 
show proper diligence at some later date 
when you may be required to account for 
your stewardship. 

I have just said that a trust cannot com- 
mit a tort. Our courts have likewise said 
that it cannot make a contract. Its torts 
must be committed, and its contracts made, 
by means of the trustee and it is he, and not 
the trust, that commits the torts or makes 
the contract. Likewise it must be he who 
responds to damages or fulfills the contract 
which he may make. The trustee is person- 
ally liable for the performance of any con- 
tract which he may make on behalf of the 
trust unless by plain and unequivocal lan- 
guage he expressly denies any such liability. 
It is not sufficient that he say he is acting 
for and on behalf of the trust, he must say 
in plain language that is unequivocal that he 
will not personally be liable for the perform- 
ance of the contract. If a trustee warrants a 
title in a deed, he is not protected by saying, 
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“I bind the trust estate of John Doe to war- 
rant and forever defend, ete.” Unless he ex- 
pressly denies his liability, he personally 
warrants the title. If he borrows money 
and gives the note of the trust he becomes 
liable to pay it out of his own pocket, unless 
he denies liability. The courts have held that 
the trustee is in a position to know at the 
time of the contract whether he will have 
the means to perform it and he should not 
be allowed to deceive others by executing 
contracts that could not be performed by the 
trust. 


Some Other Pitfalls to Avoid 


Many times a note is endorsed without re- 
course on the endorser. Notwithstanding 
this language, the endorser guarantees that 
the note is genuine and is a valid obligation, 
and all offsets, payments and credits have 
been allowed on it. Suppose you, as a trus- 
tee, receive a note as part of the assets of 
an estate which you take over. You later de- 
sire to transfer this note to another party 
and do so without recourse in the usual man- 
ner, Later it develops that one-half of this 
note had been paid to the grantor of the trust, 
but that the payments had not been credited 
on the note; or suppose some other defect 
appears in the note that affects its genuine- 
ness, or validity, and the party to whom you 
transferred it, comes back on you. Mean- 
while you have paid out the proceeds of the 
note in settlement of obligations and have no 
funds in the trust with which to reimburse 
the purchaser of the note. Perhaps you have 
already closed the trust. You must dig down 
in your pockets and pay off the note. ‘“‘With- 
out recourse” would not protect you if it 
were your own note you had transferred, and 
it will not protect you personally, although 
you endorsed it solely for the benefit of the 
trust. It should be transferred without re- 
course and without implied warranty and 
the trustee should expressly deny any per- 
sonal liability. 

Two or three suggestions, by way of ré- 
sumé, would be in order in closing. Avoid 
pitfalls by taking precautions before accept- 
ing the trust. Know your customer and his 
property. 

Avoid irrevocable trusts unless your cus- 
tomer understands fully that he is parting 
with his title and can never recover it. An 
understanding in advance will save bitter 
controversy in the end. 


Never take over the other fellow’s job in 
any fiduciary capacity until you know what 
kind of mess he left it in, 

Avoid pitfalls after you get the trust by 
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protecting the public and yourself against 
publie injuries. 

Never sign any contract without unequivo- 
cal language expressly denying any personal 
liability on the part of the trustee. 


eo? 


CHICAGO’S BIGGEST OFFICE BUILDING 


The first steps toward the construction in 
Chicago’s financial district of Chicago’s big- 
gest office structure, the new 42-story Field 
Building, have been taken. Wreckers have 
demolished the old Home Insurance Building, 
the world’s first skyscraper at LaSalle and 
Adams, on the site of which will rise the most 
modern of business edifices, which will be 
the future home of many of the country’s 
outstanding financial institutions, utility com- 
panies and brokers. The new Field Building, 
to be erected by the Field Estate, will cover 
61,000 square feet of ground area and con- 
tain more than 1,000,000 square feet of floor 
space. The main structure will be twenty- 
three stories from the sidewalk and the tower 
nineteen additional floors, the total height 
of the structure being 535 feet. There will 
be four basements. The erection of the build- 
ing will be in two units. The first will be 
completed May 1, 1933 and the entire project 
will be completed and ready for occupancy 
April 14, 1934. 
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The Oldest Trust Company in Delaware 


offers you the advantages of its broad experience and _ facilities, 
its Membership in the Federal Reserve System, and its earned 
prestige in handling your Delaware business—banking or trust. 


ECURITY TRUST COMPANY 


Wilmington 


Delaware 


OFFICERS 


JOHN S. ROSSELL, Chairman of the Board 
LEVI L. MALONEY, President 
CHAS. B. EVANS, Vice-President 


THE ESTATE OF GEORGE WASHINGTON 

The bicentennial celebration honoring the 
first President of the United States is being 
nationally observed with fitting tributes to 
his great qualities of mind and _ heart. 
Throughout the banking institutions of the 
country he so loyally served, the portrait of 
George Washington is being displayed as a 
reminder to our communities of the youth 
and spirit of the American Republic. 

Yet how many realize how well this honor 
is deserved, what foresight and faith he ex- 
pressed by his last will and testament in 
our banking and trust institutions, for by 
its terms he provided for the investment of 
eertain estate revenue in bank stocks, in 
addition to that which he owned in the Bank 
of Alexandria and the Bank of Columbia. 
Under his will he also set up a trust fund 
with the trustees of the Academy in the 
Town of Alexandria for the support of a 
free school, and though the first trust com- 
pany was not organized until twenty-three 
years later, he anticipated the need and 
value of a corporate fiduciary in the appoint- 


WILLARD SPRINGER, Vice-President 
HARRY J. ELLISON, Vice-Pres. & Trust Officer 
THOMAS J. MOWBRAY, Vice-Pres. & Treasurer 


ment of a group of seven persons as execu- 
tors of his will and a committee of “three 
impartial and intelligent men, known for 
their probity and good understanding” as 
referees in the event of any question as to 
the intention of his various devises. 

It has been the unusual privilege of the 
modern trust company to meet the principles. 
of conservation of property which were re- 
cited with sincerity and simplicity by the 
Father of his Country. 


G. Butler Sherwell, formerly head of the 
Latin American Finance and Investment 
Section of the U. S. Department of Com- 
merce, has been appointed a foreign repre- 
sentative of the Manufacturers Trust Com- 
pany of New York. 

George E. Schoepps, an assistant cashier 
of the Chase National Bank of New York, 
was recently tendered a complimentary 
luncheon by associates on the occasion of 
celebrating his forty-fifth anniversary with 
the bank. 


THE NATIONAL EXECUTIVE COUNCIL OF THE AMERICAN INSTITUTE OF BANKING 
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CONFIDENCE 


The sound and steady growth of this institution is the best measure of the 


high confidence in which it is held. 


Our record of service, since 1858, over an extended period ot years, is the 
firm foundation on which this confidence rests. 


EDGAR STARK, Vice-President and Trust Officer 


tke FIFTH THIRD [JNION [RUST co 


CINCINNATI, OHIO 
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BANKS MUST BE PROFITABLE 

In making a plea for sound bank manage- 
ment Robert M. Hanes, president of the Wa- 
chovia Bank & Trust Company of Winston- 
Salem, N. C., expressed himself, in part, as 
follows, in his recent annual address as presi- 
dent of the North Carolina Bankers Associa- 
tion: “I believe we have learned that any 
bank, to be sound, must be profitable. As 
nearly as possible, the profit should be guar- 
anteed by setting up a definite budget at the 
beginning of the year for both expense and 


R. M. HANES 


President, Wachovia Bank and Trust Company, Winston- 

Salem, North Carolina, who presided at the recent annual 

convention of the North Carolina Bankers Association as 
President 


income. For the good of all banks, we need 
a stricter, more detailed and more courageous 
examination than we have had in the past, 
and that when a banker shows that he will 
not carry out the suggestions of the examin- 
ers, he should be removed, for the good of 
the public, or his bank should be closed. 


“Eternal vigilance is the price a banker 
must pay for success. It is only by constant 
study of the bank’s investments, constant 
shifting of these investments as danger sig- 
nals appear, constant striving for the proper 
percentage of liquidity that a well-managed 
bank must maintain, and the courage to take 
a position which the banker knows is right 
and to stand to it in the face of disagreeable 
criticism, that continued success will come 
to any banker.” 


PHILIP J. VOGEL 

Philip J. Vogel, vice-president and a direc- 
tor of the International Acceptance Bank, 
Ine., died recently at his home in New York 
City. When the late Paul M. Warburg 
formed the International Acceptance Bank in 
1921 he invited Mr. Vogel to become asso- 
ciated with him and his election as vice-presi- 
dent followed. He was an expert on credits, 
gold movements and international banking 
matters. He was born in Germany and had 
a valuable experience through his associa- 
tions with the Disconto Maatschappy of Rot- 
terdam, as manager of the foreign exchange 
department of the London agency of the 
Deutsche Bank, as deputy manager of the 
London and. Liverpool Bank of Commerce 
and then as manager of the Anglo-Austrian 
Bank in London. 


The State Bank of Bergenfield has been 
taken over by the Bergenfield National Bank 
& Trust Company of Hackensack, N. J. 





COMMUNITY TRUSTS 


STATUTE TTT TTT 


IN THE UNITED STATES AND 


CANADA 


COMPREHENSIVE SURVEY PREPARED BY COMMITTEE ON COMMUNITY 
TRUSTS OF THE TRUST COMPANY DIVISION, A. B. A. 


HE need for a comprehensive survey 

of the Community Trust movement has 

been met by the publication of a hand- 
book prepared by the Committee on Commu- 
nity Trusts of the Trust Company Division of 
the American Bankers Association. This book 
presents simply and concretely the principal 
features of this comparatively new type of 
foundation, outlines a definite procedure and 
suggests methods for their successful devel- 
opment. The “case method” has been em- 
ployed by presenting the highlights of opera- 
tions, methods and results of the more active 
and successful trusts. The book contains nu- 
merous tables showing growth, disburse- 
ments, principal funds and other informa- 
tion of the leading foundations. It contains 
the full text of actual trust declarations and 
forms of bequest; text of provisions in fed- 
eral and state laws relating to community 
trusts and a directory of seventy-four com- 
munity trusts in the United States, Hawaii 
and Canada. In the appendix may also be 
found a list of notable benefactions in the 
United States during 1930 and typical exam- 
ples of obsolete gifts in perpetuity. 

A general survey of the place and value of 
the community trust in the field of philan- 
thropy is presented by the committee, which 
reads as follows: 


Growth of the Community Trust Movement 


“The community trust, as a modern method 
of effective giving and administration of 
gifts, has now been in existence seventeen 
years; long enough to enable us to gauge its 
place and value in the field of philanthropy. 


“Its friends and advocates do not claim 
that it offers the sole solution of all of the 
problems of philanthropy. It is not designed 
to take the place of or to compete with such 
agencies as the Community Chest, the Fed- 
eration of Charities, the City Welfare Coun- 
cil, the Red Cross or individual charitable 
organizations. But it does occupy a definite 
place of its own in the social and economic 
field. 


“The charitable spirit expresses itself in 
many different forms and fashions. There 
are individuals who wish to specify the ob- 
ject of their benefactions, to give direct re- 
lief to suffering and to see the immediate re- 
sults of their generosity. There are others 
who feel that their contribution to human 
welfare will do the most good if the prin- 
cipal of their gift is conserved and added to 
other gifts, and the problem of distinguishing . 
between the innumerable and almost bewil- 
dering array of charitable needs is left to 
the better informed and more experienced 
judgment of a changing committee of experts. 
To this latter group, the community trust 
will have a definite appeal. 

“Conceived by the late Frederick H. Goff 
of Cleveland, who created in that city in 
1914 the first community trust, the idea took 
hold of the imaginations of leading citizens 
and trust men so forcibly that within the 
next two years sixteen other trusts were es- 
tablished. By the close of 1920, thirty-eight 
foundations were in existence; and ten years 
later, by January, 1931, seventy-two founda- 
tions were functioning or prepared to func- 
tion. By August 1, 1931, the total number 
had increased to seventy-four. .The rapidity 
of this progress may be more readily appar- 
ent by comparing it with the early growth 
of trust companies themselves. During the 
past century, trust institutions increased at 
the rate of three every two years for the 
first sixty-three years; whereas community 
trusts have been created at the rate of four 
a year for the first seventeen years. The 
progress and development of the community 
trust movement may be grasped very quickly 
by glancing at the graphs shown on the op- 
posite page. 

“While only forty-one, or 57 per cent, of 
the community trusts were administering 
principal funds by December 31,. 1930, it will 
be noted that the line indicating the creation 
of these more active trusts slopes steadily 
upward at the average rate of two a year. 
Of the forty-one trusts holding principal 
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funds, thirty made cash distributions in 1930 
totaling $994,382, an increase of 16.6 per cent 
over the amount distributed in 1929. 

“The growth in principal funds of these 
forty-one trusts has been almost entirely dur- 
ing the past ten years, the first seven years 
of the movement being mainly a time of or- 


ganization and incubation. No total figures 
are available for the years prior to 1920, 
when the committee on Community Trusts 
of the Trust Company Division was created 
for the purpose of fostering and aiding in 
the development of these trusts. But in the 
ten-year period, from 1921, when the prin- 
cipal funds given to the community trusts 
amounted to upwards of $7,000,000, to Janu- 
ary 1, 1931, when the grand total stood at 
$32,318,164—there was an increase of nearly 
850 per cent. The 1921 figure of $7,000,000 
was based on the fact that 93 per cent of the 
aggregate principal funds held by all of the 
trusts December 31, 1930, was possessed by 
the twelve largest or most active trusts and 
that these twelve trusts held $6,402,883 on 
December 31, 1921. The twelve largest or 
most active trusts together reported a 370 per 
cent increase in principal funds and a 149 
per cent increase in cash distributions for 
the ten-year period of 1921-1930. 
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“When it is taken into consideration that 
these figures represent only funds actually 
in hand, which are small in comparison with 
known gifts that are to be received in the 
future, it becomes apparent that future 
growth will be at a greater rate. 

“This growth is in itself a testimonial to 
the fact that the community trust is meeting 
a real need and is successfully fulfilling the 
function for which it was created—namely, 
to provide the machinery by which small and 
large gifts may be pooled, conserved and 
used according to the best judgment of each 
generation for that generation’s needs.” 

Se > 

Joseph F. Maher and Jesse Unger, former- 
ly assistant secretaries at the Manufacturers 
Trust Company branch office at 350 Fifth 
avenue, New York, have been appointed as- 
sistant vice-presidents of the bank. 

Henry Wirth has been promoted from as- 
sistant vice-president to vice-president of the 
Marine Trust Company of Buffalo. He has 
been in charge of the department of branches. 

The Title Guarantee & Trust Company of 
New York has been named as sole executor 
and trustee under the will of the late Wm. H. 
Nichols, chairman of the board of the Allied 
Chemical and Dye Corporation, leaving half 
of the residue to the New York University. 
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AUDIT AND EXAMINATION 


OF THE ACCOUNTS OF 


THE TRUST ESTATE 


FUNCTIONS AND DUTIES OF THE PROFESSIONAL ACCOUNTANT 


R. J. LEO 
Manager in Portland, Oregon, of Haskins & Sells, Accountants 


HE business man or concern has a 

right to expect that the accountant 

whom he engages will do full justice 
to his case and present a fair impartial re- 
port of his findings. The trust officer on 
the other hand has an equal right to expect 
that the accountant’s report as presented will 
afford him an uncolored picture of the trans- 
actions and resulting financial status as it 
affects the trust estate itself. 


The old time viewpoint of the general busi- 
ness public of the work of the auditor was 
that his service combined that of a magnified 
bookkeeper and detective. This unfortunate- 
ly still remains the viewpoint of many peo- 
ple, but to trust men it certainly carries a 
far different meaning. While we as ac- 
countaints and auditors are still faced with 
Many cases involving embezzlement, defalca- 
tion, and failure to live up to the reliance 
placed upon individuals who find themselves 
in positions of confidence and trust, such en- 
gagements constitute only a relatively small 
proportion of the auditor’s practice of today. 


Relative Importance of Audit Functions 


It is in order to state in broad general 
terms the purpose of an audit in what seems 
to me the relative importance of such ob- 
jects. Such service will, therefore, be called 
for in order to determine actual financial 
condition and earnings or certain other spe- 
cific information for presentation to— 

1. The owners of the business or enter- 

prise, or the beneficiaries of a trust. 

2. To the managers of such activities be 

they officers of a corporation, direc- 
tors, or a trust company. 

Bankers or investors who are seeking 
information bearing upon the pro- 
priety of becoming creditors or co- 
owners. 

In addition we have the purpose of 
detection of fraud or errors, which 
object under present day conditions 
has assumed a more or less minor 
position. 


Fiduciary Relations Requiring Services of 
Auditor 

Although audits are made for manifold 
purposes this discussion will be confined to 
audits which cover fiduciary relations. We 
find then that a trust agreement may pro- 
vide for periodical examination of the rec- 
ords pertaining to the trust property or busi- 
ness for very many reasons, but the auditor 
in almost every case is retained for the pur-: 
pose of presenting an expert disinterested re- 
port on the activities relating to the trust 
estate. It may be that the examination is 
called for purely for the purpose of verifying 
income and expense. Again it may be de- 
sirable to have unbiased information as to 
the status of real property and whether the 
provisions of the mortgage indenture have 
beén lived up to in that respect. I think, 
however, that by far the more numerous en- 
gagements with which auditors and fiduci- 
aries are mutually concerned arise by vir- 
tue of the provisions of a mortgage indenture 
which calls for periodical reports upon the 
financial status and the operations which 
contributed to that condition. 

This provision in the mortgage indenture 
is of relatively recent date and has come to 
the fore especially during the last fifteen 
years, which have marked such a tremen- 
dous growth in our business life. One of the 
chief factors which has led to this develop- 
ment is undoubtedly the widespread distribu- 
tion of securities of various classes by banks 
and investment houses. It is one of the 
safeguards which has been provided on their 
part as a means to assist them in keeping 
faith with their customers and the investing 
public. 


Closer Cooperation Called For 


Unfortunately there has not always been 
the closest cooperation among the various 
interested parties—and the trust company 
is one of these parties—in framing the clause 
in the trust indenture which requires the 
examination of the accounts of the trust 
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estate, and yet this lack of cooperation is 
not surprising for even among accountants 
themselves until recent years there has not 
been a clear definite understanding as to the 
various types of audit and the clear lines 
of demarcation setting out the extent of the 
service involved. 


For instance, I am acquainted personally 
with trust deeds the provisions of which 
clearly specify without qualification that an 
audit of the books and accounts shall be 
prepared by certified public accountants and 
submitted on or before a certain date follow- 
ing the close of the fiscal or calendar year. 
This statement in itself is a very broad one 
and yet in two separate instances that I call 
to mind the trustee accepts simply a certified 
balance sheet as complying with the provi- 
sions of the trust deed. 


Conditions such as these and others which 
might be referred to, lead me to think that it 
is well worth our while to come to a mutu- 
ally clear understanding of the various types 
of service, the provisions for which should 
be incorporated in the trust indénture to 
insure the kind of report adequate to cover 
the situation. With such provisions in the 
trust deed the fiduciaries are in a position 
to insist that the requirements be met. They 
will certainly then find themselves placed s9 
that they can intelligently demand from the 
auditor that he fulfill the requirements as 
stated, and I presume further to state that 
the fiduciaries will assist the auditor in con- 
vincing his client that nothing less will suf- 
fice. 


Classification of Auditor Service 

The classes of service which the auditor 
will render in most cases may very well be 
designated as— 

1. Cash audit. 

2. Balance sheet audit, or examination of 

financial condition. 

8. General examination, or verification of 
stated financial position as of a given 
date plus analytical review of the 
operating results without detailed 
verification of the individual items 
contributing thereto. 

The general audit, which in the last 
analysis, other factors being equal, is 
the most satisfactory type of service 
to all concerned. 

From the foregoing classification it will 
nevertheless be clear that there are other 
classes of service desirable under certain 
specific conditions. For instance, limited 
examinations may be called for at various 
times which have to do with the development 
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of certain information relative to specific 
classes of assets or liabilities. A very com- 
mon example of this is found in the service 
involved in verification of accounts receiv- 
able which may have a two-fold purpose such 
as establishing the authenticity of such as- 
sets, and equally important, their collectibil- 
ity. Incidentally, such a verification called 
for on the auditor’s stationery by communi- 
cation with the debtors involved usually has 
a salutary effect in the collection of slow 
accounts. 


The Cash Audit 


Let us now take up the four general classes 
of service previously mentioned and in the 
order that they have been given. The cash 
audit has for its purpose and should accom- 
plish the verification of all receipts and dis- 
bursements for which an accounting shoul 
have been made during a period. It should 
establish or prove to the contrary the accu- 
racy of the cash records and disclose wherein 
such cash records have been faulty, if such 
is the case. It should, of course, establish 
by proper confirmation the resulting balance 
at the end of the period. 

This type of service deals exclusively with 
the verification of cash for which an ac- 
counting should or may have been made. 
While this sounds simple upon its face, we 
will readily see that it involves the exam- 
ination of various and sundry collateral rec- 
ords, for how can one say that all receipts 
and disbursements have been properly ac- 
counted for unless proper attention is given 
to the verification of those transactions which 
have to do with the recording of activities 
from which cash may be received. Without 
dilating upon this subject further, it is prob- 
able that requirements of trust officers are 
not often satisfied with such a limited type 
of service, and we may perhaps dismiss this 
type of audit with the thought that its uses 
are largely confined to those cases of a sim- 
ple character involving only the receipt and 
disbursements of funds and cases where it 
is desired to prove or disprove the integrity 
of the individual charged with the custody 
and disbursement of such funds. 


Balance Sheet Audit 


Let us proceed to the next type of service 
commonly known as the balance sheet audit 
or examination of financial condition. 

This class of audit compreherids the es- 
tablishment as of a given date of the assets, 
liabilities, and capital of an enterprise— 
using the term enterprise in its broad sense. 
It also involves an analysis of the surplus, 
and incident thereto such a scrutiny of the 
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operations as may be necessary to give rea- 
sonable grounds for belief in the financial 
condition which is stated. This type of serv- 
ice satisfies a very important need in many 
respects for you will note that it involves 
the substantiation of the assets. That is, 
the assets represented on the balance sheet 
are at least as presented. It will afford fur- 
ther a reasonable, though not an absolute 
assurance that there are no liabilities, either 
actual or contingent, other than those pre- 
sented. But right here is where this type of 
audit falls down so far as complete verifica- 
tion is concerned, for it does not comprehend 
a systematic, thorough verification of trans- 
actions such as is involved in a more de- 
tailed form of service. It will, therefore, be 
clear to you that a balance sheet audit or 
verification of financial condition may not 
and should not be relied upon by you or any 
one who has knowledge of the facts for the 
disclosure of an understatement of assets 
which may possibly have been concealed in 
the operating accounts. 

It follows, therefore, that when such a 
balance sheet is presented the certificate ap- 
pended thereto and the comments which ac- 
company such a statement should be most 
carefully read to determine precisely what 
service the auditor has performed. This type 
of audit finds particular favor with commer- 
cial paper bankers, who as a rule are inter- 
ested in a picture of a concern’s current po- 
sition in order to deduce therefrom the ratios 
involved and to form conclusions as to the 
possibility of the concern being able to meet 
maturing short-time paper. However, as has 
been previously pointed out, it frequently 
happens that due to the fact that this type 
of service is less expensive to the client, the 
latter will upon occasion and if he can make 
it stick substitute a report of this kind in 
the place of one developed from a verifica- 
tion conducted along more detailed lines. 

It sometimes happens that in connection 
with the certified balance sheet resulting 
from this kind of service there is presented 
a statement of income and profit and loss, 
but it is to be noted that such a statement 
of operations is not a verified presentation 
of fact. This being the case, if accepted at 
all it should receive only that consideration 
on the part of the one reading the same 
which his knowledge of conditions indicates 
that it is worth. Further it is considered 
good practice, and in fact obligatory, to very 
clearly state that such presentation of oper- 
ating results has not been verified, but has 
been taken from the books and is presented 
as prepared from the records without any 
verification whatsoever. 
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It seems to me that from the foregoing 
discussion of the objects and limitations of 
such a balance sheet that it will be apparent 
that in the majority of cases this class of 
audit does not adequately cover requirements. 


Distinctions Between General Audit and 
Examination 


And now we consider the distinctions 
which are made between a general audit and 
a general examination: 

1. A general audit should comprehend the 
verification both as to balance and record 
accuracies of the assets, liabilities, capital 
and surplus of a concern as of a given date. 
It comprehends further the verification of 
the cash receipts and disbursements, and 
the income and expenses both as to opera- 
tions and from miscellaneous sources cover- 
ing a period ended on the same date as the 
balance sheet. 

2. A general examination on the other 
hand involves the verification as of a given 
date of the assets, liabilities, capital, and 
surplus with such examination of the rec- 
ords, supplemented by certifications from 
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persons in authority—such as to inventories, 
existence of undisclosed liabilities, etce.— 
which is necessary to substantiate the stated 
assets and afford a reasonable assurance 
that there are no actual or contingent liabili- 
ties other than those stated. It comprehends 
also an analytical review of the income and 
expenses both from operations and miscei- 
laneous sources for a period ended as of the 
date of the balance sheet. This type of serv- 
ice may be distinguished from the general 
audit in that there is no detailed verification 
of the cash receipts and disbursements; the 
operating accounts are verified by analyticat 
study and investigation rather than by de- 
tailed substantiation of the transactions. 


Avoiding Confusion 

The general examination differs from the 
balance sheet audit, however, in that there 
is a more extensive review of the operations 
as such rather than such a review purely 
incidental to the verification of assets and 
liabilities, as is the case in a verification of 
financial condition alone. The general ex- 
amination may then be stated to have for 
its object the determination that there is no 
overstatement of net assets or of net profits. 
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It does not, on the other hand, result in a 
determination of fiduciary integrity. It will 
be noted that there is a somewhat exten- 
sive consideration of the operating accounts 
involved and it is possible that such service 
will result in the detection of internal fraud, 
but it should be clearly understood that it 
may not be relied upon to bring to light 
any such condition. 

From the foregoing illustrations and the 
somewhat detailed outline covering what 
may be expected from service of the char- 
acter discussed, it is my hope that I have 
been able to convey some of the distinctions 
which we as auditors make. It is my fur- 
ther hope that it has possibly clarified any 
confusion or misapprehension which may 
have existed relative to what may be ex- 
pected and demanded when reports are re- 
ceived stating that such and such kind of 
audit has been made. 

oo ¢ 

The City Bank Farmers Trust Company of 
New York is appointed co-trustee and suc- 
cessor executor in the will of the late Mrs. 
Lesley J. Pearson, widow of Commander Fred 
Pearson of the U. S. Navy and daughter of 
Jas. Ayres, the manufacturer of Sarsaparilla. 





Legal Decisions and Discussion 


RELATING TO BANKS AND TRUST COMPANIES 
WILLIAM G. McLAUGHLIN of the New York Bar 


‘(LEGAL DECISIONS OF SPECIAL INTEREST TO OFFICERS OF TRUST COMPANIES WILL BE REVIEWED 


AND DISCUSSED IN THIS DEPARTMENT. 


CAREFUL ATTENTION WILL BE GIVEN TO QUERIES OF A 


LEGAL NATURE ARISING OUT OF THE CONDUCT OF THE VARIOUS DEPARTMENTS OF TRUST COM- 


PANIES. 
OFFERED FREE OF CHARGE.] 


COMMISSIONS:.ON APPRECIATIONS OF 
SECURITIES 

entitled to full statutory 
commissions for receiving and for paying 
out increment, Such commissions form 
no part of taxable estate.) 


(B.recutors 


The estate of Robert B. Hawley received 
by the executors was over $3,000,000, and 
up to the time of turning over certain securi- 
ties from the executors to the trustees the 
securities increased in value to the extent 
of $828,404.50, and the executors claiming 
the statutory commissions for both receiving 


and paying out the increment, objection was 


made by two interested parties that the 
commissions should be computed so that the 
executors should receive no commissions for 
receiving the increment and only half the 
commissions for paying it over; and the ref- 
eree appointed to hear and determine ob- 
jections to the executors’ account so recom- 
mended. Surrogate O’Brien in his opinion 
said that the question was new. 

Prior to 1914 the method of computing 
commissions in such cases in New York Coun- 
ty was that approved in Rowland vs. Morgan, 
3 Dem. Sur. 289, in 1885, holding: (1) that 
the market value of such securities at the 
time when they came into the hands of the 
executors should be taken as the basis for 
half commissions for “receiving,” and (2) 
that the half commissions for paying out 
must be computed upon their value at the 
time of entering the decree directing their 
transfer to the trustees. 

In the year 1914 the revisers of the Code 
of Civil Procedure caused the enactment of 
an amendment to Section 2753 (now Section 
285, Surrogate’s Court Act), which reads: 
“The value of any real or personal property. 
to be determined in such manner as the sur- 
rogate may direct, and the increment thereof, 


SUBSCRIBERS ARE INVITED TO AVAIL THEMSELVES OF THESE FACILITIES WHICH ARE 


reccived, distributed, or delivered, shall be 
considered as money in making computation 
of commissions.” 

Surrogate O’Brien held: “The language of 
this amendment is clear and unambiguous 
and plainly authorizes the surrogate to al- ° 
low commissions for receiving the increment, 
as well as for paying it out, and the com- 
missions requested herein will therefore be 
allowed. I hold, therefore, that in computing 
commissions on the securities in question the 
executors should be paid a full commission 
for both receiving and paying out on the in- 
creased value thereof at the date of this 
decree.”’—In re Hawley’s Estate, New York 
Surrogate’s Court, 253 N. Y. Supp. 820. 

Simultaneously it has been held in the New 
York Supreme Court, Appellate Division, 
Second Department, that administrative com- 
missions for transfer tax purposes should be 
computed on the appraised value of the es- 
tate transferred and are not affected by any 
subsequent increase or decrease in the value 
of the estate. 


In the estate of Jenny Woolworth, who 
died May 21, 1924, the gross estate fixed by 
the report of the Transfer Tax Appraiser at 
the time of decedent’s death was $59,738.- 
852.79. On October 28, 1925, when the Sur- 
rogate of Nassau County fixed the adminis- 
trator’s commissions upon all sums thus far 
received and paid out, the estate had in- 
creased in value $18,579,085.69 to $78,317,- 
938.48. The Tax Appraiser’s report allowed 
as deductions commissions of the administra- 
tors amounting to $2,361,908.10; and upon 
this report an order of confirmation and as- 
sessing the tax was made. The administra- 
tors appealed to the Surrogate on this order, 
claiming that a deduction of the full amount 
of the commissions should have been made; 
and the Surrogate allowed a further deduc- 
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tion of $770,849.44. This further deduction rep- 
resented the commissions on the increment. 

The State Tax Commission appealed, and 
the New York Supreme Court, Appellate Di- 
vision, Second Dept., held, upon the authority 
of Matter of Van Pelt, 63 N. Y. Mise. 616: 
“Tt is well settled that no increase in the 
value of the estate occurring subsequent to 
the transfer is taxable. It would seem to 
follow naturally and logically that any in- 
crease or decrease cannot affect the amount 
of deductions based thereupon, but that such 
deductions should be based upon the value 
of the estate passing at the time of the de- 
cedent’s death. Since the language of the 
state, “clear market value,” has been defined 
to mean the net amount or value of the es- 
tate at the decedent’s death, after making 
the deductions above referred to, it would 
seem to me to follow logically that the com- 
missions to be deducted in order to arrive 
at the net estate are the commissions based 
upon the gross value of the estate as ap- 
praised ; because, how can commissions based 
upon a subsequent increase in value of the 
property, which increase is no part of the 
taxable estate transferred, be held to be an 
expense of the administration of such estate? 
In other words, these commissions on the in- 
crease are an expense having no basis in the 
property transferred, but arising solely from 
property not transferred by the decedent’s 
death and acquired since the transfer, and 
therefore not subject to taxation.”—Jn the 
Matter of the Transfer Tax upon the Estate 
of Jennie Woolworth, State Tax Commission 
vs. McCann et al., Administrator. Supreme 
Court Appellate Division, Second Depart- 
ment, April 4, 1932. 


AGREEMENT NOT TO CONTEST WILL INVALID 
(Involving reassignment of respective 
interests materially differing from testa- 
mentary dispositions, is contrary to pub- 


lic policy and void as collusively sup- 
pressing a judicial inquiry.) 


A paper purporting to be the last will of 
Henry 8S. Hoyt was offered for probate, The 
dispositions of decedent’s property favored 
proponent and one of his sisters, and the 
other heirs filed objection to probate. When 
this will-contest neared trial, an agreement 
was executed by all the decedent’s heirs, 
whereby the objectants withdrew their ob- 
jections and consented to probate, and pro- 
ponent agreed to pay at the closing of the 
estate $325 to each of the other heirs: The 
effect of this agreement was to materially 
alter the decedent’s dispositions to the ad- 
vantage of the objectants. 

This agreement was carried out by the ob- 
jectants but proponent after completing ad- 
ministration refused to perform on his part, 
and the other heirs commenced an action 
at law upon the agreement against the pro- 
ponent. The trial court found that the ob- 
jections to probate were bona-fide, and gave 
judgment for them. 

On appeal the Supreme Court of Wisconsin 
reversed, and held: that the agreement was 
contrary to public policy and void, as result- 
ing in the wrongful suppression, by collusion, 
of a judicial inquiry. The Court in its opin- 
ion, in part said: 

“That agreement, followed by the with- 
drawal of the objections, and the wilful omis- 
sion of the objectors to submit to the court 
the proof as to facts which had prompted 
them, in good faith, to raise material issues 
as to the execution and validity of the pro- 
posed will, in the status of which ‘the whole 
world has an interest,’ resulted in the wrong- 
ful suppression, by collusion between them, 
of a judicial inquiry. That is against public 
policy, and consequently their agreement is 
void and unenforcible. It is not saved by the 
fact that its provisions contemplate that the 
administration and distribution of the estate 
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were to be completed under the will before 
the beneficiaries were to receive payments 
and to re-assign and deed their interests in 
the property of the estate so as to ultimately 
share therein otherwise than as the will pro- 
vided.”—Taylor vs, Hoyt, Wisconsin Supreme 
Court, April 5, 1932. 


SERVICE ON BANK COMMISSIONER FOR 
FOREIGN TRUST COMPANY 
(Power of attorney to State Banking 

Commissioner does not authorize such 

service except in matters of particular 

estate or trust.) 

Herman Sielcken, a New York merchant, 
had as partners one Sorenson and one Neil- 
sen, two employees previously thereto, giving 
them 25 per cent of the profits and retaining 
ownership of the capital investment and as- 
suming responsibility for losses. The part- 
nership continued for four years during 
which Sielcken transferred his residence to 
Germany. The firm was dissolved a few days 
before he died. He left his estate to his 
widow and appointed Irving Trust Company 
of New York his American executor. His 
will was probated in New York County and 
the trust company qualified. 

Neilsen died in 1930 a resident of Bergen 
County, New Jersey, and named the Chase 
National Bank of New York his executor; 
his will was probated in New Jersey and 
the Chase National Bank qualified. Soren- 
son, the surviving partner, a resident of New 
Jersey, assigned his interest in the firm to 
the son of Sielcken’s widow and it came to 
light that the two junior partners had mis- 
appropriated large sums of the partnership 
funds which should have gone to Sielcken. 
Upon this claim a bill in equity was filed in 
New Jersey praying discovery accounting and 
settlement of the partnership, naming as de- 
fendants, Neilsen’s executor, the Chase Na- 
tional Bank and Sielcken’s executor, in New 
York, the Irving Trust Company. 


The subpoena ad respondendwm under this 
bill was served by the Sheriff upon the Bank- 
ing Commissioner of New Jersey as service 
upon Sielcken’s New York executor, the Irv- 
ing Trust Company. The Irving Trust Com- 
pany appeared specially in the New Jersey 
Chancery and moved to quash the service 
upon the ground that the court could not 
acquire jurisdiction of the Irving Trust Com- 
pany by the service of process on the New 
Jersey Bank Commissioner. 


The Irving Trust Company does not carry 
on business in New Jersey. Its only en- 
gagements in New Jersey are, as its license 
permits, to act as executor when appointed 
under wills probated in New Jersey. By 
N. J. Comp. Stats. p. 1673 foreign trust com- 
panies may do business in New Jersey; but 
as New York limits New Jersey trust com- 
panies to acting as executors for trustees 
under wills of New York decedents, New Jer- 
sey reciprocates (Comp. Stats. p. 183). Irv- 
ing Trust Company is authorized by the 
New Jersey Banking Commission to accept 
appointment and to act as executor of, or 
trustee under the last will and testament of 
any deceased person in New Jersey, and as 
a condition filed with the New Jersey Bank- 
ing Department a power of attorney appoint- 
ing the Bank Commissioner “upon whom law- 
ful process against such company qualifying 
or acting as such executor or trustee, may 
be served in any action or other legal pro- 
ceeding against such corporation as execu- 
tor or trustee affecting or relating to the es- 
tate represented or held by such executor or 
trustee, or the acts or defaults of such cor- 
poration in relation to such estates.” 

The Vice Chancellor held that jurisdiction 
could not be acquired by the service which 
was made, saying: 

“The Irving Trust Company, as executor 
under grant of letters by a foreign estate, 
upon a foreign will, of a foreign tribunal 
upon a foreign will, of a foreign estate, in- 
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herently is not amenable to our jurisdiction 
Babbitt vs. Fidelity Trust Company, 70 N. J. 
Eq. 651, and because it is ‘found’ in this 
state acting under a limited statutory li- 
cense as executor of a local estate, cannot be 
brought into court by process, the substituted 
service of which finds no warrant in law or 
in consent. 

“The agency of the bank commissioner to 
accept service of process for foreign cor- 
porations functioning in a narrow field in 
this state, as in this case, is restricted to 
in causes arising out of the exer- 
cise of the office locally created.’’—Sielcken 
vs. Sorenson, New Jersey Court of Chancery, 
December 24, 1931. 


process 


SEPARATION AGREEMENT AS AFFECTING 
ESTATE 
(Outright property settlement and di- 
part of separation not auto- 
matically revoked by subsequent recon- 
ciliation. ) 


vision as 


A husband and wife as part of their sepa- 
ration entered into a written agreement di- 
viding their property between them and each 
releasing all interest or claim against the 
estate of the other. They were later recon- 
ciled, and resumed living together, but the 
settlement agreement was never altered. The 
husband died, and by will devised his prop- 
erty to various relatives. The widow there- 
upon filed a bill in equity, naming the execu- 
tor and all the legatees therein as parties 
defendant, setting forth the separation agree 
ment, claiming that it was rescinded, revoked 
and cancelled automatically by the reconcili- 
ation, and praying that she be adjudged to 
have such interest in the property owned by 
him at his death as she would have been en- 
titled to had such agreement not been made. 

The trial court held the property settle- 
ment binding and conclusive on the widow 
despite the reconciliation. The Supreme 
Court of Michigan affirmed using the follow- 
ing language: “If the agreement be one pro- 
viding for living separately, and for the sup- 
port and maintenance of the wife, reconcili- 
ation and resumption of cohabitation will. 
as a general rule, have the effect of avoiding 
it. But the agreement here entered into, and 
which we have set forth at considerable 
length, goes far beyond the terms of a mere 
separation agreement. There was in it a 
listing of all the property owned by both of 
them or in which either had an interest and 
an equal division made thereof satisfactory 
to both parties. Conveyances were at that 
time made by which title passed to each of 
them in conformity with the division as 
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agreed upon. The money they then had was 
equally divided between them. This was not 
the kind of a separation agreement involved 
in the decisions on which the plaintiff’s coun- 
sel relies. Had they desired to terminate it 
after reconciliation and to place the titles 
and interest of the parties in the property 
as they were at the time the agreement was 
entered into, conveyances and _ transfers 
would have been necessary to accomplish this 
result. The rule of law is, we think, well 
settled that such an agreement will not be 
deemed to be avoided by the mere fact of 
reconciliation and resumption of cohabita- 
tion.’—Hagerty vs. Union Guardian Trust 
Company et al, Supreme Court of Michigan, 
April 4, 1932. 


James A. O’Gorman has been elected a 
member of the board of the Manhattan Com- 
pany of New York, 


The Camden Safe Deposit & Trust Com- 
pany of Camden, N. J., has at present under 
detail management more than 500 decedents’ 
estates and the accounts of nearly 1,100 addi- 
tional trust clients involving care of securi- 
ties, mortgages and real estate valued at 
more than $180,000,000. 
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SAVE HISTORIC WASHINGTON 
HEADQUARTERS 

The closing of the title to the old De Wint 
house in Tappan, New York, at the offices of 
the New York Title and Mortgage Company 
recently and the transfer of the property to 
the Grand Lodge of the Masonic Order in 
New York State prevented one of the most 
interesting historic spots in New York from 
becoming a road-house and will preserve it 
as a carefully tended memorial museum. This 
old house was occupied by General Wash- 
ington during three months of 1780. One 
end has been “modernized” by the erection 
of a newer structure, but the remainder is 
as he left it and after a thorough restoration, 
it will be just as it was in Revolutionary 
times. 

In the house will be the table on which 
General Washington signed the warrant 
condemning Major Andre be hanged as spy. 
On the windows, one may observe the same 
old wooden shutters that George Washing- 
ton had put up so he could close them and 
not see the gallows being erected in the yard 
from which Major Andre was hanged. Credit 
for the preservation of the landmark belongs 
to Charles H. Johnson, Commissioner of So- 
cial Welfare for the State of New York. 


GROUP INSURANCE FOR BANK AND 
TRUST COMPANY EMPLOYEES 

A group life insurance policy has recently 
acquired by the Auburn-Cayuga Na- 
tional Bank & Trust Company of Auburn, 
N. Y., for the protection of its 50 employees. 
The policy was issued by the Prudential In- 
surance Company of America, and it in- 
volves a total of $83,500. Each worker is to 
receive insurance in amounts ranging from 
$1,000 to $2,500, according to rank, and the 
policy is of the contributory type, the em- 
ployees sharing in the payment of the pre- 
miums with the Auburn-Cayuga National 
Bank & Trust Company. 


heen 
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THE LIFE INSURANCE ‘TRUST MADE 
PLAIN 

J. Blake Lowe, second vice-president of the 
Equitable Trust Company of Baltimore, is 
the author of a booklet entitled “The Life 
Insurance Trust Plan Made Plain,” which 
has exceptional merit. He emphasizes that 
approximately SO per cent of all property left 
by persons dying in the United States in any 
one year, consists of the proceeds of life in- 
surance policies, but that a large part of 
these proceeds, when left in lump sums, are 
dissipated on an average in five years. The 
importance of life insurance in connection 
with estate planning and protection is evi- 
denced by the severe losses and impairment 
of estates during the past two years of de- 
pression. 

Mr. Lowe first dwelis upon the hazards of 
lump sum settlements, the creation of settle- 
ment options as a forward step to conserving 
insurance proceeds and now the distinct ad- 
vantages provided by means of life insurance 
trust agreements. The booklet contains a 
chart showing distribution of an insurance 
estate under a typical life insurance trust 
agreement and also presents a typical life 
insurance trust plan. 


POPULARITY OF BURROUGHS PORTABLE 
ADDING MACHINES 


than 225,000 Burroughs Portable 
Machines are now in the hands of 
satisfied owners in every type and size of 
business. Thousands of Portables are on 
the counters of large and small retailers. 
Hundreds of wholesalers use them. They 
are to be found in professional offices and 
on the individual desks of large manufactur- 
ing concerns. The Portable is every inch a 
3urroughs machine—built in the Burroughs 
factory to Burroughs standards. It carries 
the Burroughs guarantee and is backed by 
Burroughs world-wide service. 


More 
Adding 
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LYMAN C. REED LORNE L. MILLER 


Vice-president, Old National Bank & Union Trust Com- Trust officer of the Portland Trust & Savings Bank, Port- 
pany of Spokane, who presided at the opening session of land, Ore. who presided at the Second Session of the Bi- 
the Bi-State Trust Conference held at Portland, Oregon State Oregon-Washington Trust Conference 
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CENTRAL REPUBLIC “AD” PRIZEWINNER 


An advertisement of the Central Republic 
Bank & Trust Company of Chicago, of which 
a reduced facsimile is shown herewith, re- 
cently received first award from the Society 
of Typographic Arts as being the best news- 
paper advertisement that appeared in Chi- 
cago during 1931. Together with many other 
fine examples of the printer’s art—magazine 
advertisements, booklets, folders, letterheads, 
ete.—this advertisement has been on display 


CENTRAL REPUBLIC BANK 
AND TRUST COMPANY 


208 SOUTH LA SALLE STREET, CHICAGO 


Guided by 2 Board of Directors 


composed of fifty-two outstanding 
leaders in the business, industrial 
and financial life of the Middle West 
the officers of t 


ia bank extend you 


experienced counsel and cooperation. 
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PRIZE-WINNING “Ap” PUBISHED BY CENTRAL RE- 
PUBLIC BANK & TRUST COMPANY OF CHICAGO 


at the Newberry Library in Chicago as a 
part of the ‘Sixth Annual Exhibition (April 
18th-May 28th) of Chicago Fine Printing. 

The text of the advertisement reads: 
“Guided by a Board of Directors of fifty-two 
outstanding leaders in the business, indus- 
trial, and financial life of the Middle West, 
the officers of this bank extend you experi- 
enced counsel and cooperation.” 


PROSPERITY CHECKS 

A novel experiment to stimulate local busi- 
ness recently was introduced by the Pajaro 
Valley National Bank, Watsonville, Cal., in 
the issuance of what are described as ‘“Pros- 
perity Checks,’ “non-hoarding size.’ ‘The 
checks are 7 inches by 15 inches in size, or 
as large as an ordinary wall calendar, and 
provide spaces on the reverse for seventy 
endorsements. One of these checks has been 
presented to the Chase National Bank for 
its Collection of Moneys of the World, a 
permanent exhibit which is open to the pub- 
lic in the bank’s building at Pine street 
corner of Nassau, New York City. 

Only four checks were issued. They were 
dated April 6, 1932, for $2.50 each, and were 
numbered “Happiness,” “Faith,” “Courage” 
and “Prosperity,” respectively. They were 
issued by the bank to the local Civic Welfare 
Committee, Salvation Army, Watsonville 
Chapter of the Red Cross, and Y. M. C. A.,, 
and were to be used only in the City of Wat- 
sonville. The checks are inscribed, “You are 
requested to accept this check in payment 
for goods or services and to in turn buy 
goods or services with it within 24 hours 
if possible. You are to endorse it the same 
as any other check.” The checks made the 
rounds of local business enterprises in from 
one to three weeks. During that period the 
four checks, representing $10 in face value, 
had served as a medium of payment for 
transactions totaling $700. 
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UNION TRUST COMPANY OF BALTIMORE 

Among banks and trust companies of Bal- 
timore, the Union Trust Company has in re- 
cent years and in the face of business depres- 
sion, achieved a degree of success and prog- 


ress which is attributable to wide-awake 
management. The financial statement of last 
March 31st shows aggregate banking re- 


i aed 


sources of $67,587,086 with a high percentage 
of liquidity. Cash and exchange amounted 
to $7,872,567. U. S. Government and other 
securities, $14,536,122. Deposits total $53,- 
914,178. Capital is $2,500,000; surplus, 
$5,000,000, and undivided profits of $1,599,818, 


making capital funds of $9,099,818. The 
statement showed no bills rediscounted. 
The Union Trust Company conducts 


eighteen branch offices in most favorable lo- 
cations. John M. Dennis is president; How- 
ard E. Young, chairman of executive com- 
mittee; John Schoenewolf, chairman of the 
board, and William H. Gideon, vice-chairman 
of the board. Senior officers associated in 
the executive management are the following 
vice-presidents: W. Graham Boyce, Charles 
W. Hoff, Snowden Hoff, John B. H. Dunn, 
Wm. G. Dancy, John M. Dennis, Jr., and Clif- 
ford B. Winchester. Walter D. Bahn is 
treasurer and George J. Grim, secretary. 


CENTRAL FARMERS TRUST, 
WEST PALM BEACH 

The Central Farmers Trust Company, West 
Palm Beach, Fla., in its latest official finan- 
cial statement, reported total resources of 
$5,272,598. Cash amounted to $957,761; in- 
vestments, $3,554,513, and loans and dis- 
counts, $569,017. Capital amounted to $250,- 
000; surplus and undivided profits, $447,058, 
and deposits, $4,508,902. 

The bank was established in December, 
1925. Officers are John C. Borden, president ; 
George W. Newton, vice-president and treas- 
urer; D. F, Goodell, vice-president, and Ed- 





gar P. Ettenheim, vice-president and trust 


officer. 


COMMUNITY TRUST ISSUES APPEAL 

A call for “renewed and intensified efforts 
to support and sustain institutions and 
agencies ministering to the needs of those 
who are, for the time being, wholly or par- 
tially social dependents’ was made recently 
by the distribution committee of the New 
York Community Trust. “The severity of ex- 
isting distress” stated the resolution adopted 
by the committee, “the hardships visited 
upon the unemployed, superannuated and 
physically handicapped and the shortage of 
private and public funds presently or pros- 
pectively available for relief, make the con- 
tinuing provision of the necessities of life 
for the enlarged numbers of the needy a mat- 
ter of increasing and compelling urgency.” 

As a part of its “National Cotton Week” 
activities, the Birmingham Trust & Savings 
Company of Birmingham, Ala., published ad- 
vertisements in all local papers stressing the 
importance of cotton in the economic life of 
Alabama, urging all residents of the state 
to make every week a “cotton week,” instead 
of limiting their activities in this respect 
to any particular week. 

A. H. Jehl and W. J. Richards have been 
elected branch managers of the Citizens Na- 
tional Trust & Savings Bank of Los Angeles, 
according to recent announcement by Presi- 
dent Herbert D. Ivey. The declaration of 
the regular quarterly dividend of $1 per 
share by the Citizens directs attention to 
the fact that this bank has paid dividends 
regularly since January, 1894. 

Robert G. Merrick has been elected presi- 
dent of the Equitable Trust Company of 
Baltimore, Md. He succeeds Hugh L. Pope, 
who remains with the Equitable as executive 
vice-president. 
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CALCULATING SERVICE CHARGES 

The Crocker First National Bank of San 
Francisco has contrived a caleulator that 
makes it extremely easy to figure service 
charges. The device consists of a long, nar- 
row envelope and a card. The ecard fits in- 
side the envelope and has three columns of 
figures printed on it. One column shows 
the service charge, while the other two ecol- 
umns show where to place the card in order 
to get the service charge for balances over 
$100 and for those under $100. Printed on 
the envelope is a list of numbers that shows 
where to place the pencil in order to deter- 
mine the amount of service charge based 
upon number of checks handled. 


Harvey G. Redden has been elected presi- 
dent of the New Jersey National Bank & 
Trust Company of Newark, N. J., succeeding 
John H. Stamler, resigned. 

The Board of Directors of the Commercial 
National Bank of Shreveport, Louisiana, at 
its last meeting elected Frank P. Stubbs, Jr., 
assistant trust officer to succeed J. Morton 
Jackson, who recently resigned because of 
ill health. Mr. Stubbs has been assistant 
trust officer of the Hibernia Bank & Trust 
Company, New Orleans, 


METROPOLITAN 
TRUST SERVICE 


throughout California 


BB BWW BBW BW DW DW 


WW) AW (®) 


In 243 California cities in which 
there are Bank of America 
branches, you and your clients 
may secure metropolitan fidu- 
ciary service— complete, indi- 
vidual and interested — super- 
vised by the Bank of America 
Trust Departments in Los 
Angeles and San Francisco. 


For further information, you 
are invited to address our Los 
Angeles or San Francisco offices. 
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‘Bank of America: 


4 Bank of America National Trust & Savings }; 


Association ... a National Bank and Bank of #| 


in 243 California cities. 


|@ America ... a California State Bank are identical 
Ia in ownership and management .. . 410 offices 
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LIFE INSURANCE TRUST MOVEMENT 
ENTERS UPON NEW STAGE 
(Continued from page 587) 
initiative are demanding the trust. They 
have learned, for instance, that the trust of- 
fers them a means of having their estates 
liquidated in a time of depression like the 
present even without the sacrifice of their 
securities. They have learned that the trust 
enables them to clothe a local trust institu- 
tion, with which they may have done busi- 
ness all their active life, with discretionary 
powers to do for the members of their fam- 
ilies, so far as their estates will permit, what 
they, themselves, if they were alive, would do. 


Response of Insurance Company 

The life insurance companies are acknowl- 
edging and meeting the demand for the trust 
as one of the modes of settlement. In Eng- 
land, thirty-odd of the leading life insurance 
companies have trust powers and three of 
them, at least, have established trust depart- 
ments. Whereas, three years ago the life 


insurance trust was practically unknown in 
England, last summer I found in the waiting 
room to the trust department of one of the 
life insurance companies a booklet on life 
insurance trusts that would have done credit 
to any American trust institution, The legis- 


lature of Delaware has recently granted 
every life insurance company chartered in 
that state trust powers as to the proceeds 
of its own policies. A number of the insur- 
ance companies are advertising what they 
call “trust” settlements; though they are 
really not trust settlements, because the com- 
panies do not have trust powers. 

The trust institutions, on their part, do 
not regard these life insurance companies as 
rivals entering the trust field. They welcome 
them, as allies. Trust institutions realize 
that life insurance companies, by taking on 
trust powers and advertising trust settle- 
ments, are accepting and acknowledging the 
trust as one of the normal and desirable 
modes of settlement. 


The Next Decade 

The second decade will, I venture to pre- 
dict, witness still further progress in co- 
operation. Cooperation will not advance at 
such a feverish pace as it did during the 
latter years of the first decade. Less will be 
heard of it, for it will be a normal relation. 
The trust will be accepted by the life insur- 
ance man as a normal mode of settlement. 
Life insurance will be accepted by the trust 
man as a normal asset to be trusteed, The 
policyholder will have his choice of the modes 
of settlement, including the trust, selected 
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after taking the advice of his insurance coun- 
sellor and trust adviser neither of whom will 
have the urge unduly to emphasize or advo- 
eate any one mode of settlement to the ex- 
clusion of the others. 

At this turning-point we may be leaving 
behind pioneering in modes of settlement. 
From now on we may well concern ourselves 
chiefly with the development of the modes of 
settlement we have already staked out. The 
second decade of life insurance-trust coopera- 
tion may be memorable, not in offering new 
services, but in improving existing services 
to the American policyholder. 


ae ae & 
NEW TESTS FOR TRUST INVESTMENTS 


(Continued from page 569) 

pride point to an even greater growth in the 
future. The successful handling of trust in- 
vestments by banks during these trying times 
will inevitably make itself felt in an in- 
creased demand for corporate trusteeship. 
Every day, added recognition is being given 
to the banks’ ability to provide those two 
essential factors so necessary in the man- 
agement of investments, namely, integrity 
and competence. 
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ELECTED DIRECTOR OF FIDUCIARY 
TRUST COMPANY 

The directors of the Fiduciary Trust Com- 
pany of New York have elected Col. John R. 
Simpson a member of the board. Colonel 
Simpson takes the place of William H. 
Wheelock, who recently became president of 
the Prudence Company and consequently re- 
signed as a director of the Fiduciary Trust 
Company because of the policy of the trust 
company under which officers of corporations 
or members of firms selling securities to the 
public are not eligible as members of its 
board of directors. 


Harold B, Allen, vice-president of the First 
National Bank & Trust Company of Kala- 
mazoo, Mich., has resigned as an officer of 
that institution to accept a position with the 
Upjohn Company of that city. He has been 
with the bank fifteen years. 

Hooper 8S. Miles has been elected president 
of the Eastern Shore Trust Company of Salis- 
bury, Md., which is head of a chain of twenty- 
one banks in Maryland. 

Robert E. Adams has 
man of the executive committee of the 
change National Bank of Tulsa, Okla. 

A. R. Cline, vice-president of the Jacinto 
Trust Company, has been elected president 
of the Corporate Fiduciary Association of 
Houston, Texas. 


been elected chair- 
Ex- 


“OLD FASHIONED” ADVICE TO BANKERS 
(Continued from page 571) 

production and mass distribution require 

massed wisdom and determination for their 

control. 

It is here where you bright business men 
must take your thought off your own wor- 
ries, and put what sense there is in your 
heads and what power there is in your 
hands into a united heave under the load 
of fear and distrust by which our country 
is burdened. We have got ourselves mired 
in this swamp: and we can drag ourselves 
out. God Almighty has provided us with 
unmeasured resources. If we go down we 
are like rats starving in a full wheat bin. 
All that is needed is to take what good sense 
and capacity for work there may be in us 
and pool them with other men of like quali- 
ties wherever we may find them. Let us 
not sit down with the crowds of hebetudi- 
nous blockheads who are leaving everything 
to the presidential election, or who fatu- 
ously foresee salvation in one or other of 
the political parties. 

& 
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When Alabama Properties Are Involved 


in the settlement of estates, banks and trust companies have 
available to them the services of the Trust Department of the 


FIRST NATIONAL BANK 


of Montgomery 


LIQUIDATION OF RAILROAD BONDS 

Trust companies are reported to be advis- 
ing liquidation of railroad bonds where earn- 
ings do not cover fixed charges in a number 
of cases, according to the Journal of Com- 
merce in New York. Quoting further: 
“While the attitude of trust companies in 
each account is governed by a wide variety 
of considerations, including the terms of the 
trust under which securities are managed, 
the attitude now being taken in many cases 
is said to be that trust should include gilt- 
edged securities as far as possible under pre- 
vailing conditions. Special favor is shown to 
obligations of operating companies covering 
fixed charges at the present time by a quite 
substantial margin. An important factor in 
determining trust company policy in many 
is the attitude of the courts with re- 
gard to declines in securities held in trust.’ 


cases 


CORPORATE AGENCIES FOR BANKERS 
TRUST COMPANY 


The Bankers Trust Company of New York 
has been appointed co-agent with Industrial 
Trust Company, Providence, R. I., for the 
payment of City of Pawtucket, Rhode Island, 
5 per cent gold bond coupons: co-agent with 
Great Neck Trust Company, Great Neck, 
N. Y., for the payment of Village of Great 
Neck Estates, street improvement and park 
improvement bond coupons; registrar for 
Class A and Class B stocks of the Allerton 
Properties Corporation. 


Ernest Knight Satterlee was recently elect- 
ed president of the Merchants National Bank 
& Trust Company of Poughkeepsie, N. Y. 
succeeding Pelton Cannon, resigned. 

William C. Wright, vice-president of the 
First Citizens Bank & Trust Company of 
Utica, N. Y., has been made president of 
the Utica Association of Credit Men. 


TRUST COMPANY EMPLOYEES ON 
INDUSTRIAL TOUR 

A group of ten young men employees of 
the Central Hanover Bank & Trust Company 
of New York City recently started a tour of 
investigation of American industrial life. The 
trip, to be made in a small motor truck 
equipped for camping purposes, will take six 
weeks, and will cover territory roughly from 
New York to New Orleans, from there to 
Niagara Falls and return to New York. The 
itinerary will include visits to industrial 
plants and scenic attractions. 


William C. Haines has been elected secre- 
tary of the Equitable Trust Company of De- 
troit, Mich. 


4 Hove renee 
a es 5 ee ore fog ¢: a * ree Se 
Addition to main office building of the Manu- 
facturers Trust Company at Broad and Beaver 
streets, New York. 
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New York 


Special Correspondence 


NEW BANK BOARD OF NEW YORK 
IN OPERATION 

The State Banking Board, created by act 
of Legislature at the last session in Albany 
to assist and serve in advisory capacity to 
the New York State Banking Superintendent, 
is now functioning with the formal appoint- 
ment of members and a secretary. The four 
members of the board representing the 
banking interests of the state are as fol- 
lows: Mortimer N. Buckner, chairman 
of the New York Trust Company and 
chairman of the New York Clearing 
House Association, representing the larg- 
er banks and trust companies of New York 
City: George Overocker, president of the 
Poughkeepsie Trust Company, representing 
the banks in the eastern section of the state 
and smaller banks in New York City; Perry 
Ek. Wurset. vice-president of the Manufactur- 
ers & Traders Trust Company of Buffalo, 
representing banking institutions in the west- 
ern and upper parts of the state, and Henry 
Kinsey, vice-president of the Williamsburgh 
Savings Bank of Brooklyn, representing sav- 
ings banks interests. 

The four additional members of the board 
aside from the Superintendent of Banks who 
serves as chairman, appointed by Governor 
Roosevelt, are as follows: Harold Lyle 
Reed, Cornell University, Ithaca; Henry Tal- 
mage, member of the Governor’s agricultural 
advisory commission; Morris L. Ernst, New 
York City lawyer, and William H. Woodin, 
president of the American Car & Foundry 
Company. 


MUNICIPAL OBLIGATIONS AVAILABLE 
FOR REDISCOUNT 

Discussing taxation and economy in federal! 

as well as municipal government, Charles W. 

jerry, comptroller of the City of New York, 

proffered a suggestion that municipal obliga- 

tions be made available for rediscount at 


COMPANIES 


Federal Reserve Banks. He said: “The na- 
tional government has a fine opportunity to 
aid cities in their legitimate borrowings while 
at the same time providing a new measure of 
safety in connection with the bonds and 
notes of municipalities. Under the Federal 
Reserve Banking Act the only municipal pa- 
per that is eligible to a rediscount is a tax 
anticipation warrant running not longer than 
six months. It should be possible and pru-, 
dent also to authorize the Federal Reserve 
Banking System to accept other short term 
notes and long term bonds. By prescribing 
conditions that a municipality must meet in 
order to make its certificates eligible, the 
Federal Reserve would become a force for 
the improvement of municipal credit. 

“Banks by the same methods can very ma- 
terially discourage wasteful or extravagant 
administrations and thus conserve realty 
values. They can invest available funds in 
gilt-edge city securities, especially when as 
at the present time, New York City securities 
are showing tax exempt vields of more than 
5 per cent. They can, during an emergency, 
renew, make suitable terms, or carry past-due 
mortgage obligations, which are sufficiently 
safe for sound investment.” 


FACILITIES FOR DELIVERY OF 
GOVERNMENT SECURITIES 
The Stock Clearing Corporation, a subsid- 
iary of the New York Stock Exchange, an- 
nounces that deliveries of all United States 


Government Liberty Loan bonds, United 
States Treasury notes, United States certifi- 
eates of indebtedness and United States Gov- 
ernment bills, whether listed or not listed 
on the Exchange, which heretofore have been 
made directly between the offices of clearing 
member firms. will be made through the 
central delivery department. 


Extensive alterations at the Hamilton 
Trust Branch of the Chase National Bank 
of New York have been completed, including 
new safe deposit equipment. 
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BANK OF MANHATTAN TRUST COMPANY 
NOT INVOLVED IN MERGER 
NEGOTIATIONS 

For some weeks past rumors have been 
circulated in Wall street to the effect that 
the Bank of Manhattan Trust Company was 
negotiating merger terms with another large 
bank or trust company. J. Stewart Baker, 
chairman of the board of the Manhattan 
Company, which controls the stock of the 
bank, has issued a formal denial that any 
negotiations for a merger had been under 
way or were in contemplation. He added 
that the consolidated net earnings of the 
Manhattan Company and its subsidiaries for 
the first quarter of the year had been more 
than double the dividend requirements for 
that period and that there was every reason 
to believe that payment of the dividend at 
the present rate would be continued. The 
Manhattan Company is paying dividends at 
the rate of $2 a year, having reduced the rate 
from a basis of $4 annually in the first quar- 
ter of this year. 


In its report to 


the Superintendent of 
Banks as of March 28th, the Bank of Man- 
hattan Trust Company showed total re- 
sources of $435,753,198, deposits of $321,864,- 
448 and surplus and undivided profits of $44,- 
436,285. The bank’s capital is $22,250,000. 


Mr. Baker’s statement in part follows: 
“Mr. Baker stated without any reservation 
that the Bank of Manhattan Trust Company 
has had no such negotiations with any in- 
stitution, that no negotiations of any kind 
are now being considered and that none are 
in contemplation. He pointed out that the 
Bank of Manhattan Trust Company continues 
to maintain its unusually strong liquid posi- 
tion in relation to its deposits. He further 
stated that the New York Title & Mortgage 
Company is not indebted in any amount di- 
rectly or indirectly to the Bank of Manhattan 
Trust Company. He added that the consoli- 
dated net earnings of the Manhattan Com- 
pany and its subsidiaries continue satisfac- 


tory and for the first quarter of this year 
amounted to more than double the dividend 
requirements for that period and that there 
is every reason to believe that the payment 
of the dividend at the present rate will be 
continued.” 


TRUST COMPANY NAMED IN EMINENT 
LAWYER’S WILL 

It is significant that many eminent mem- 
bers of the legal profession name trust com- 
panies as executors and trustees in their will 
and in the establishment of trusts. It is an 
expression of faith in corporate fiduciary 
management somewhat at variance with the 
criticism of certain elements in the legal pro- 
fession directed against trust companies as 
encroaching upon professional preserves. 

One of the latest appointments of this char- 
acter is that of the Guaranty Trust Company 
of New York as trustee under the will of Cor- 
nelius J. Sullivan, for many years a leading 
member of the New York City Bar, who died 
in California on April 8th. The will provides 
that the residue of the estate shall ultimately 
go to Amherst College and Harvard Law 
School. The residue is to be held in trust 
for the widow of the testator during her life- 
time with provisions for distribution of in- 
come to four sisters. The will also directs 
the Guaranty Trust Company to pay to Am- 
herst the principal of a fund of about $125,- 
000 set up by Mr. Sullivan in 1916. The 
money is to be used for scholarships to de- 
serving students. 


The City Bank Farmers Trust Company of 
New York has been appointed registrar for 
6 per cent cumulative preferred stock, Class 
A common and Class B common of the Hat 
Corporation of America. 

Albert Frank & Company, national adver- 
tising agency, established sixty years ago, 
have opened new offices in the Sixty Wall 
Tower Building, where they have leased the 
entire twenty-fourth floor. 
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HIBERNIA SECURITIES ANNOUNCES PRO- 
MOTION OF J. A. MacLAREN 

J. A. MacLaren has been appointed. man- 
ager of the New York office of the Hibernia 
Securities Company of New Orleans, accord- 
ing to an announcement by R. 8S. Hecht, presi- 
dent of the securities company and Hibernia 
Bank & Trust Company, Mr. MacLaren, a 
native of Wisconsin, entered the Hibernia 
Bank & Trust Company in 1921, after being 
graduated from the University of Wisconsin 
School of Commerce. He served in various 
departments of the bank, and later was trans- 
ferred to the sales department of the Hiber- 
nia Securities Company. In 1927 he was ap- 
pointed manager of the Atlanta office, which 
position he held until his recent promotion 
to the head of the New York office. 


CONTINENTAL BANK & TRUST COMPANY 
IN NEW BUILDING 

The Continental Bank & Trust Company 
has transferred its main office to the new 
Continental Bank building, the latest sky- 
seraper to be completed in the Wall street 
financial district and located at 30 Broad 
street, corner of Exchange place. The 
branch office, operated at 26 Broadway, has 
also been consolidated with the new main of- 
fice. The Continental occupies the basement, 
the second, third and fourth floors of the new 
building, providing likewise up-to-date safe 
deposit vault equipment, 


ELECTED VICE-PRESIDENTS OF CENTRAL 
HANOVER 

Announcement was made recently of the 
election of three new vice-presidents of the 
Central Hanover Bank & ‘Trust Company of 
New York, namely Bayard W. Read, Mel- 
ville D. Truesdale and James E. Hollings- 
worth. 


W. GRAHAM BOYCE, Vice-presiden, 


RETIREMENT OF SAMUEL S. CAMPBELL 

Samuel S. Campbell, vice-president of 
the Chase National Bank of New York, re- 
tired on May Ist, after a banking career in 
New York City of forty-seven years, in order 
to seek recreation and preserve his health. 
Mr. Campbell has been a vice-president of 
the Chase since April, 1926. Prior to that 
date he was for many years vice-president 
of the Mechanics & Metals National Bank, 
which was merged with the Chase. Prior to 
1914 he was vice-president of the Fourth Na- 
tional Bank, 


LEGAL PARTNERSHIP 

Keyes Winter, recently a special assistant 
Attorney General of the State of New York 
charged with supervisory enforcement of the 
Martin Act in the matter of stock fraud 
cases, and Edmund L. Durkin of the legal 
firm of Truesdale, Durkin & Gamble, who has 
appeared in litigation and acted as counsel 
for a number of banking institutions, have 
formed a partnership effective May 1st under 
the name of Winter & Durkin, with offices 
at 37 Wall street. 


Arthur Gardner of the Bankers Trust Com- 
pany of New York, was recently elected pres- 
ident of the New York Chapter of the Ameri- 
can Institute of Banking. George T. Newell, 
Manufacturers Trust Company, was elected 
first vice-president. 

James Brown, senior member of the inter- 
national banking house of Brown Bros., Har- 
riman & Company, has been elected president 
of the Chamber of Commerce of the State of 
New York. 

Completion of the’ organization of the 
Westchester County Clearing House Associa- 
tion of Westchester County, N. Y., has been 
announced with eighteen member banks. 
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INCREASING CAPITAL FUNDS OF MARINE 
TRUST COMPANY OF BUFFALO 

The Marine Midland Corporation of New 
York, which owns the majority stock of the 
Marine Trust Company, has approved an un- 
derwritten a new issue of capital stock of 
the Marine Trust Company of Buffalo which 
will increase the trust company’s capital by 


the amount of $2,500,000 and surplus and 
reserves by $10,000,000. The plan for the 


proposed increase will be submitted by the 
directors at a special meeting of stockholders. 

Under the plan the number of shares of 
stock will be increased from 200,000 to 250,- 


000, the additional 50,000 shares selling at 
$250 a share. The most recent published 
statement of the Marine Trust Company 


showed capital of $10,000,000, surplus of $10,- 
000,000 and reserves of $6,573,161, George 
F. Rand, president of the trust company, said 
the change would make the ratio of capital 
funds to deposits exceptionally high and es- 
tablish the company “even more securely as 
one of the strongest banks in the United 
States.” 





Perey H. Johnston, president of the Chemi- 
eal Bank & Trust Company of New York 
City, has been elected president of the New 
York Southern Society. 

The First National Bank of Ithaca, N. Y., 


has taken possession of its attractive new 
bank and oflice building, celebrating the 
event with a “house warming.” 
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“FOURTH ESTATE” GREETS 
FREDERICK W. GEHLE 
From “copy boy” and newspaper man to 

second vice-president in charge of public re- 
lations of the biggest bank in the United 
States, epitomizes the career of Frederick 
W. Gehle of the Chase National Bank. The 
pride with which former associates in news- 
paperdom regard “Fred’’ Gehle’s success in 
the banking field, was expressed at a lunch- 
eon tendered to him recently by staff mem- 
bers of the New York Hvening Post on the 
occasion of his birthday anniversary. Guests 
also included Messrs. Totton and Debebian 
of the Chase National. 


At the luncheon an old wooden box was 
placed before Mr. Gehle as a present from 
former Evening Post associates. The box 
was the identical clipping file which served 
as his first job at the Evening Post twenty 
Gehle ad- 


years ago. From copy boy Mr. 
vanced to assistant financial editor of the 
paper under Alexander Dana Noyes, after 


studying finance during spare time at the 
New York University. In 1917 he launched 
upon his banking career as publicity man- 
ager of the old Mechanics & Metals National 
Bank of which he subsequently became a 
vice-president. When the Mechanics & Metals 
was consolidated with the Chase National 
in 1926 he was appointed a second vice-presi- 
dent in charge of public relations, His pleas- 


ant personality has made him one of the 
popular figures at bankers’ gatherings. 











Capital 
Anglo-South American Trust Co........... $1,000,000 
Banca Commerciale Italiana Trust Co...... 2,000,000 
Bank of Manhattan Trust Co............. 22,250,000 
Bank of N. Y. & Trust Co................ 6,000,000 
SN OT ae rer 25,000,000 
eons County Trust Co... ... 6... ccccees 1,550,000 
I I on. as oie la croc tee eoceoe 8,200,000 
Central Hanover Bank and Trust Co....... 21,000,000 
Chemical Bank & Trust Co............... 21,000,000 
City Bank Farmers Trust Co............. 10,000,000 
Continental Bank & Trust Co............ 4,000,000 
Corn Exchange Bank & Trust Co.......... 15,000,000 
Cepporaiiom Trust Co... 0... eee ccc eces 500,000 
I Osi cccceccscnsecesiabee 4,000,000 
I Es 5 5550 oe hob aicgisiene eee 6,000,000 
I, OO os noc cc cle eee oe eemne 1,000,000 
occ kau albiiccaeeeseesmes 2,000,000 
EE OO Se er 90,000,000 
EE EINE OT, go occa cccecsesesncenes 3,000,000 
err 50,000,000 
mines County Trust Co... 2... scccccee 500,000 
I, TEE n scenes sneccenceesae 3,000,000 
Manufacturers Trust Co........,......00. 32,935,000 
Marine Midland Trust Co...../.......... 10,000,000 
OS 6 12,500,000 
"Tree Guarantees & Trust... ..... 2. cccccces 10,000,000 
United States Trust Co..............6.00% 2,000,000 






Surplus and 
Undivided 





Profits, Deposits, Par Bid Asked 
Mar. 28, 19382 Mar. 28, 1932 
$757,300 $3,880,300 100 = ed 
2,082,200 12,079,200 100 150 158 
44,436,300 321,864,500 cs : ~ 
9,866,800 97,025,300 100 270 290 
76,307,900  469,148.500 10 4614 48% 
519,100 14,652,800 20 13 18 
12,997,000 102,315,500 100 159 174 
75,023,500 476,868,600 20 100 104 
44,895,100 251,013,900 10 285% 305% 
11,162,900 37,713,700 20 30% 32! 
6,747,800 36,734,100 10 12% 14% 
22,710,400 212,866,200 20 48 51 
2,985,000 18,258,200 25 20 22 
3,183,400 58,726,300 20 1834 203 
1,000,000 4,377,200 a a 7 
3,089,100 16,609,600 100 220 250 
194,963,400 884,418,600 100 206 211 
849,200 11,559,700 100 35 40 
75,564,900 360,180,900 10 155 16% 
6,585,700 24,778,900 100 2170 2270 
2,498,000 14,888,400 as os - 
27,122,900 372,329,000 25 20144 ‘22! 
7,022,000 48,379,100 a ” ae 
26,928,600 237,148,100 25 67144 70% 
21,193,200 39,242,300 20 35 38 
27,016,300 56,942,400 100 1240 1340 
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Philadelphia 


Special Correspondence 
THE HIGH COST OF PATERNALISM 


The urgent need of arousing public opin- 
ion in order to prevail upon national as well 
as state legislators to curtail public expen- 
ditures and secure relief from crushing bur- 
dens of taxation, is the subject of a strong 
argument appearing in the current issue of 
“The Girard Letter” published by the Girard 
Trust Company of Philadelphia. The article 
quotes figures showing that in the face of 
business depression and radical decline in 
values, the tax and public expenditures con- 
tinue to rise. Following are extracts: 

“It is currently popular to attribute our 
present economic troubles to sins of the 
past. Comparatively little comment is heard 
anent how much of it is due to excesses of 
the present. True, there is much general 
talk at present concerning vague economies 
in government, but oratorical blasts are de- 
livered primarily at pruning expenses 
through wage cuts, reductions in personnel, 
changes in method and the like. Political 
expediency rather than economic necessity 
seems to be the primary thought, and there- 
fore consideration of our economic fortunes 
is tinged heavily with political opportunism. 

“Talk of relief meets only with proposals 
for further expenditure. One ‘relief’ meas- 
ure calls for immediate cash bonus payments 
that mean the expenditure of more than two 
billion dollars. The consequences of raising— 
or creating—this sum seem not to be 
realized. Few of us can even imagine what 
such a sum of money really means. ... 


huge 


“Economy in government does not 
With the national government. It must be 
applied to state and local governments. But 
impetus to the movement must come through 
the national government. Politics must be 
sacrificed for the common good, but this de- 
sirable end will be accomplished only when 
Mr. and Mrs. Average Citizen become ar- 
ticulate.”’ 


stop 


TRUST COMPANY SECTION, PENNSYL- 
VANIA BANKERS ASSOCIATION 


Alexander P. Reed, vice-president of the 
Fidelity Trust Company of Pittsburgh, pre- 
sided as chairman of the Trust Company Sec- 
tion of the Pennsylvania Bankers Association 
meeting devoted to receiving reports and 
discussing matters relating especially to trust 
department operations. The principal address 
was by William A. Wilson who discussed 
“Advantages and Disadvantages of the Mort- 
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gage Pool.’ Frank G. Sayre, as chairman of 
the Committee on Legal Investments for 
Trust Funds in Pennsylvania, submitted a re- 
port showing progress in proposing revised 
laws dealing with trust investments. Carl 
W. Fenninger. as chairman of the Committee 
on Cooperation with the Bar, dwelt upon sat- 
isfactory results from recent conferences. 
Officers and executive committee members 
of the Trust Section for the ensuing year were 
elected as follows: chairman, Alexander P. 
Reed, Fidelity Trust Company, Pittsburgh; 
vice-chairman, John G. Reading, Lycoming 
Trust Company, Williamsport; secretary, 
Robert U. Frey. Pennsylvania Company for 
Insurance on Lives and Granting Annui- 
ties: treasurer, J. A. G. Campbell, Delaware 
County Trust Company, Chester. Members 
of the executive committee are: J. M. Steere, 
Girard Trust Company, Philadelphia; Wm. 
S. Blakely, Jr., Chester-Cambridge Bank and 
Trust Company, Chester: James Mulligan, 
Second National Bank, Wilkes Barre; C. A. 
Schreyer, Lycoming Trust Company, Wil- 
liamsport; W. G. Rauch, Commonwealth 
Trust Company, Harrisburg; W. BE. Brown, 
Clearfield Trust Company; John H. Evans, 
MeDowell National Bank, Sharon; and Chas. 
E. Young, Union Trust Company, Pittsburgh. 
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CHARLES S. CALWELL 

The recent death of Charles 8. 
president of the Corn Exchange 
Bank and Trust Company, at his home in 
Germantown after a brief illness, removes 
from the scene one of the ablest and most 
successful bankers in Philadelphia. He be- 
came associated with the Corn Exchange 
forty-one years ago in May, 1891, as assistant 
teller and became president in October, 1910. 
During his administration as_ president, 
the Corn Exchange experienced growth in 
banking resources from $22,000,000 to $89,- 
000,000. Under his direction also the Corn 
Exchange was the first national bank in 
Philadelphia to establish trust department 
facilities under the provisions of the Federal 
Reserve Act. 

Mr. Calwell endeared himself to his asso- 
ciates and to his fellow bankers by his genial 
disposition and an eminent sense of fairness 
in all his dealings. In 1923 he was presi- 
dent of the Pennsylvania Bankers Associa- 
tion. He was foremost in promoting Phila- 
delphia’s trade with South and Central 
American countries and was active in many 
movements of a civic nature. 

2aul Thompson, a director of the Corn 
ixchange National Bank and Trust Com- 
pany, has been appointed to fill the newly 
created office of chairman of the _ board. 
He has been associated with the Corn Ex- 
change since May, 1929. 


Calwell, 
National 


Plans for reorganization and reopening of 
the McKean County Trust Company of Brad- 
ford, Pa., are progressing favorably. 

The Security Trust Company of Erie, Pa., 
reports trust funds of $7,264,000 and banking 
resources of $11,501,000. W. H. Erwin is 
trust officer. 

O. E. Good has been elected president of 
the Pennbrook Trust Company of Harrisburg, 
2a., with O, B. Lease and E. M. Crum as 
vice-presidents. The trust officer is E. A. 
Ebersole. 

According to the seventeenth annual re- 
port of the Federal Reserve Bank of Phila- 
delphia there are 264 national banks in the 
reserve district exercising full trust powers. 

The First National Bank and the Grange 
National Bank of Troy, Pa., have been con- 
solidated under the title and charter of the 
First National. 

The Peoples Union Savings Bank at Pitts- 
ton has been merged with the Miner’s Sav- 
ings Bank of Pittston, Pa.,, making it one 
of the largest banks in Northeastern Penn- 
sylvania with resources of $14,445,300 and 
deposits of $9,000,000. 
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| 
WORLD TAX CHARTS 


| = 
145 Pages of tax charts and tables, 


size 111%x15 inches, depicting the 
taxing systems of a// the States, the 
United States, and twenty-three 
foreign jurisdictions, including 
thirty-five tables describing the 
extent and nature of the applica- 
tion of each taxing method by the 
forty-eight States and tabulating 
the revenues derived. The essen- 
tials of all the taxing systems are 
presented in chart form for quick 
and convenient reference, study 
and comparison. Includes bases, 
rates, collection, administration 
and distribution. The new Third 
Edition of The Tax Research 
Foundation’s Federal and State 


Tax Systems—as of Jan. 1, 1932. 
$10 (if check accompanies order 
pay but $9). 
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O. Howard WOLFE 


Cashier, Philadelphia National Bank, who has been elected 
President of the Pennsylvania Bankers Association 





TRUST COMPANIES 


JOHN W. CHALFANT 


Vice-President in charge of Trusts of the Colonial Trust 

Company of Pittsburgh, who has been elected an honorar 

member of the Council of Administration of the Pennsyl- 
vania Bankers Association 


The Harrisburg Trust Company of Harris- 
burg, Pa., reporis trust funds of $13,175,000 
and corporate trusts of $22,380,000 with 
banking resources amounting to $6,870,000. 

Harry S. Brown has been advanced from 
assistant cashier to cashier of the Forbes 
National Bank of Pittsburgh. 

Judge Edward J. Fox, president of the Eas- 
ton, Pa., Trust Company, has been elected 
a member of the board of managers for the 
Lehigh Coal and Navigation Company, suc- 
ceeding G. H. Howard. 
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PENNSYLVANIA BREVITIES 
The First National Bank and the Sunbury 
Trust & Safe Deposit Company of Sunbury, 
Pa., have been consoliated under the charter 
of the First National. 


The Chester-Cambridge Bank & Trust Com- 
pany of Chester, Pa., reports trust funds 
amounting to $15,575,000 with corporate 
trusts of $550,000 and banking resources of 
$11,911,000. 


John Clark Sims, formerly a vice-president 
of Critchfield & Company, the Philadelphia 
advertising agency, has been elected a vice- 
president of Redfield, Inc., Philadelphia, and 
of Redfield-Coupe, Inc., of New York. 


William P. Gest, chairman of the board, 
and other officers of the Fidelity-Philadelphia 
Trust Company, were hosts recently to a dis- 
tinguished group in an inspection of the com- 
pany’s thirty-story building at Broad and 
Walnut streets. The invited guests included 
executives of corporations and partners of 
firms having offices in the building, and mem- 
bers of the company’s board of directors. 


Clinton Trust Company stockholders have 
approved the consolidation of that bank with 
the Lock Haven Trust Company of Lock 
Haven, Pa. 


The three banking institutions of Mount 
Pleasant, Pa., the Citizens Savings & Trust 
Company, the First National Bank and the 
Peoples National Bank, have been merged 
into one, the Citizens Savings & Trust Com- 
pany, with resources of approximately 
$2,000,000. 


Edward C. Striebich, one of the best known 
bankers of the Pittsburgh district, has been 
elected president of the First National Bank 
of Braddock and also of the Braddock Trust 
Company. 


CONDITION OF PHILADELPHIA TRUST COMPANIES 


ae Capital 
Fidelity-Philadelphia Trust Co........ $6,700,000 
Frankford Trust Co 
Germantown Trust 
Girard Trust Co 
Indeeseeel “Trust Co. .. -<<00 0.00.0 00cce. 
eee 
Kensington-Security Bank & Trust... . 
Liberty Title and Trust 
Ninth Bank and Trust 
North Philadelphia Trust 
Northern Trust 
Penna. Co. for Insurances 
Cl 
Real Estate Land Title and Trust 
Real Estate Trust 


3 
7,500,000 
3,131,200 


Figures furnished by Belner and Company, members of Philadelphia Stock Exchange. 


Surplus and 
Undivided Profits 
Dee. 31, 1931 
$22,794,074 


Deposits Par 
Dec. 31,1931 Value Bid 
$82,843,009 100 
6,929,941 10 
14,847,696 10 
79,715,662 
11,587,407 
47,240,714 
10,074,997 
6,093,630 
16,108,929 
5,040,439 
10,528,694 
190,761,443 
30,551,972 
35,993,480 
6,848,613 


Asked 


2,203,666 
4,306,088 
16,829,168 
4,276,878 
12,390,546 
2,203,351 
1,662,733 
2,339,773 
1,476,930 
4,094,669 
27,581,848 
17,298,395 
13,765,496 
2,357,424 
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Pittsburgh 


Special Correspondence 
COOPERATION IN BANKING SUPERVISION 

A strong plea for cooperative effort be- 
tween national and state bank supervisory 
authorities to work toward a common end 
of strengthening the entire banking structure 
of the country, was made by the Secretary 
of the Pennsylvania department of banking, 
William PD. Gordon, in the course of an ad- 
dress at the recent annual convention of the 
Pennsylvania Bankers Association held in 
this city. Dr. Gordon is chairman of a 
special committee appointed by the National 
Association of Bank Supervisors to seek co- 
operation with the Comptroller of the Cur- 
rency in framing supervisory policies as well 
as constructive legislation for the greater 
safety of banking and protection of deposi- 
tors. 

Dr. Gordon expressed strong opposition to 
proposals for guaranteeing deposits of mem- 
ber banks in the Federal Reserve System as 
provided in bills introduced in Washington. 
He said, in part: ‘“Soundly managed banks 
have been successfully carrying on during 
the financial crisis through which we have 
been passing and a guarantee of deposits 
will not be necessary to their continued suc- 
cess. More rigid public supervision, brought 
about by more frequent current reports and 
examinations, plus a practicable strengthen- 
ing of the laws, will accomplish constructive 
results for the protection of the depositors.” 


PENNSYLVANIA CONVENTION 

The thirty-eighth annual convention of the 
Pennsylvania Bankers Association held in 
Pittsburgh May 17 to 19, inclusive, vielded 
constructive discussions relative to current 
banking problems. In the absence of the 
president of the Association. John W. Chal- 
fant. vice-president in charge of trusts of 
The Colonial Trust Company of Pittsburgh, 
owing to illness, the proceedings were opened 
by O. Howard Wolfe, vice-president of the 
association and cashier of the Philadelphia 
National Bank. 

The first day was chiefly devoted to com- 
mittee conferences and council meetings. At 
the opening of the convention the 
address of welcome in behalf of the Pitts- 
burgh Clearing House Association was ex- 
tended by James C. Chaplin, president of 
The Colonial Trust Company of Pittsburgh. 
The high mark of the session was the ad- 
dress by State Secretary of Banking, Dr. 
William D. Gordon, who surveyed the ex- 
periences of his department in meeting super- 
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visory problems relating to operating banks 
and to banks in possession of the department. 
He was followed by H. B. McDowell, vice- 
president of the McDowell National Bank of 
Sharon, on “Holding the Line for the Unit 
Bank.” Other leading speakers of the con- 
vention Harry J. Haas, president of 
the American Bankers Association, who spoke 
on “Our Problems”; O. Howard Wolfe, who 
discussed the operations of the Reconstruc- 
tion Finance Corporation, and Carl Snyder 
of the Federal Reserve Bank of New York 
whose subject was “Economie Stability and 
the Momentum of Industrial Growth.” 


were 


PITTSBURGH BREVITIES 

W. C. Short has been elected assistant 
to President James GC, Chaplin of the Colonial 
Trust Company of Pittsburgh. Mr. Short 
has been real estate officer of the company 
for a number of years and will continue to 
supervise the real department, e 
sides acting as assistant to the president in 
association with Charles A. McClintock. 

The Pittsburgh banking community mourns 
the death of James Dawson Callery, president 
of the Diamond Trust Company 


estate 
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Boston 


Special Correspondence 


BANKING SITUATION STABILIZED BY 
BIG MERGER 

The banking atmosphere in Boston has 
been appreciably clarified by the recent ac- 
tion of the First National Bank in taking 
over the assets and guaranteeing payment in 
full of all the commercial, savings and ac- 
ceptance liabilities of the Atlantic National 
Bank. This step was taken by the First 
National at the request of the management 
of the Atlantic National Bank as well as of 
the Boston Clearing House banks. It was 
occasioned by continued heavy withdrawal 
of deposits at the Atlantic National Bank 
causing a shrinkage from approximately 
$83,000,000 as reported April 15th to $65,000,- 
000 when the bank’s and liabilities 
were transferred to the First National Bank 
on May 4th. 

In the judgment of Boston bankers the 
pressure brought upon the Atlantic National 
was largely uncalled for and due to the ciz- 
culation of baseless rumors. Several months 
ago a number of important adjustments were 
made at the Atlantic National, notably the 
payment of $10,000,000 into capital and sur- 
plus allowing for charging off of doubtful 
items and giving assurance of solvency. 
Changes in executive personnel included the 
election of Henry K. Noyes as chairman of 
the board and subsequently the election of 
Frank C. Nichols as president, the latter 
succeeding to the vacancy caused by the 
death of James D. Brennan. 

The transfer of and liabilities as- 
sures not only full payment to Atlantic Na- 
tional depositors, if required, but also an 
orderly conversion of the assets of the At- 
lantic National by the First National, with 
due regard to the interests of stockholders. 
Until the Atlantic’s assets are converted, its 
liabilities paid and its affairs wound up, the 
bank will remain in existence and holders 
of its stock continue as its shareholders. <A 
special meeting of the Atlantic shareholders 
has been called for June 6th to act upon 
ratifying the agreement for the transfer of 
assets and assumption of deposit liabilities 
by the First National and take other 
steps that may be necessary to wind up the 
affairs of the bank. 

The action of the First National Bank in 
taking over assets and liabilities of the At- 
lantic is highly commended and reassuring 
to the entire banking and business commu- 
nity. As expected the transfer and the guar- 
antee provided by the agreement has restored 
confidence among depositors of the Atlantic 
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Member Federal Reserve System 


who are encouraged to maintain their bank- 
ing connection through the First National. 
The strong liquid and cash position of the 
First National gives abundant assurance of 
successfully meeting all obligations and re- 
quirements. Needless to say the First Na- 
tional has greatly added to its prestige, as 
the largest and strongest bank in New Eng- 
land, in affording such timely relief to the 
local situation. 


OFFICERS OF BOSTON LIFE INSURANCE 
TRUST COUNCIL 

At the recent annual meeting of the Bos- 
ton Life Insurance Trust Council, the fol- 
lowing were elected officers and new mem- 
bers of the executive committee for the en- 
suing year: Franklin W. Ganse of the John 
Hancock Mutual Life Insurance Company, 
president, re-elected; Roy H. Booth of the 
National Shawmut Bank, vice-president: [d- 
ward IF. Messinger of the Merchants National 
Bank, treasurer, re-elected; and Albert H. 
Lythgoe of the Boston Life Underwriters 
Association, secretary. There was. also 
elected two members of the Executive Com- 
mittee to serve for three years, George E. 
Coates of the trust department of the Atlan- 
tic National Bank and Holley A. Wilkinson. 
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CAPITAL STOCK $1,000,000 
SURPLUS (earned) $1,000,000 
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HOWARD STOCKTON 

Howard ‘Stockton, a leading member of 
the Bar and financier of Boston for many 
years, and father of Philip Stockton, presi- 
dent of the First National Bank of Boston, 
.died recently in his home in Back Bay at 
the age of ninety. He was a native of Phila- 
delphia and a veteran of the Civil War. Ear- 
lier in his business career he was associated 
with a number of manufacturing enterprises 
and from 1887 to 1889 was president of the 
American Bell Telephone Company. He had 
also served as vice-president of the Old Col- 
ony Railroad, a director of the Merchants 
National Bank, the Boston Manufacturers 
Mutual Fire Insurance Company and was an 
actuary of the Massachusetts Hospital Life 
Insurance Company. Another surviving son 
is Howard ‘Stockton, Jr., member of the law 
firm of Warren, Garfield, Whiteside and Lam- 
son. Three daughters also survive. 


BUSINESS REVIEW OF WORCESTER 

The Worcester Bank & ‘Trust Company 
of Worcester, Mass., and its important group 
of affiliated banks of Worcester, render a 
valuable service to its patrons and _ busi- 
ness clients by publishing every month a re- 
liable and comprehensive review of local and 
county business trends. The current publi- 
eation contrasts business conditions with 
corresponding months of previous years and 
regarding the manufacturing situation, says: 
“The manufacturing plants of Worcester are 
having a steady volume of new business, 
though, naturally, the volume is small as 
compared with normal. Large orders are a 
rarity. Customers still confine their buy- 
ing to small amounts, repeating when neces- 
sary. But there is a dependable nucleus. 
This, according to the various local statisti- 
eal tables, averages a little better than 50 
per cent of normal.” 
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MASSACHUSETTS COURT RULINGS ON 
FIDUCIARY LAW 


Guy Newhall, author of “Settlement of 
Estates” and well-known authority on fidu- 
ciary law, presented a lecture at a recent 
meeting of the Corporate Fiduciaries Associa- 
tion of Boston, in which he reviewed im- 
portant decisions by Massachusetts courts 
involving question of trust administration. 
Several rulings of importance related to 
jurisdiction and practice of probate courts, 
as well as the power of the Probate Court 
to revoke its decrees for the purpose of 
correcting errors. Other interesting decisions 
reviewed concerned joint bank accounts, 
claims against executors and liability of bank 
for defaleation of trustee carried in private 
account. 

A decision touched upon by Mr. Newhall is 
that of Gunther vs. Gove, wherein the court 
emphasized the rule that a trustee cannot 
sell to himself or a third person for his own 
benefit. Says Mr. Newhall: “The rule ap- 
plies equally to purchasing at public auction 
under a mortgage foreclosure. Also it applies 
to a purchase by the trustee’s wife. The 
beneficiary can procure a re-conveyance by 
the trustee upon the payment of the pur- 
chase price where there has been no actual 
fraud, or he may hold the trustee for the 
actual value of the property, or if the trustee 
has sold at a profit he can recover the profit. 
The facts in this case were rather compli- 
sated so I will not go into them. The court 
did say, however, that where the trustee or 
his wife has an interest which can be pro- 
tected only by such purchase it would be too 
harsh to forbid it absolutely. In this case, 
where the trustee’s wife was the holder of a 
second mortgage and did not make a profit 
on the property, the court held that as the 
trustee acted in good faith he and his wife 
were entitled to protection.” 





NEW ENGLAND BREVITIES 

The Exchange Trust Company of Boston, 
organized in 1907 was taken over by the 
state banking department of Massachusetts 
on April 25th, with commercial deposits of 
about $2,000,000 and savings deposits of ap- 
proximately $8,500,000. Heavy withdrawals 
brought about the closing of the bank. 

The Day Trust Company of Boston, in its 
financial report of May 3d, shows imme- 
diately liquid assets of $5,208,573 against 
deposit liabilities of $5,882,734, a ratio of 
more than 88 per cent with cash and govern- 
ment bonds alone representing over 50 per 
cent of deposits. 
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ANNUAL MEETING OF CORPORATE FIDU- 

CIARIES ASSOCIATION OF BOSTON 

At the recent annual dinner and meeting 
of the Corporate Fiduciaries Association of 
Boston the following officers and new execu- 
tive committee members were elected: Presi- 
dent, Frederick A. Carroll, National Shaw- 
mut Bank; vice-president, Lyman H. Allen, 
3oston ‘Safe Deposit & Trust Company; 
treasurer, A. Stanley North, the First Na- 
tional Bank of ‘Boston; secretary, Harold B. 
Driver, Old Colony Trust Company. 

New members of executive committee for 
three years were elected as follows: Theodore 
C. Gates, Harris Forbes ‘Trust Company and 
Francis C. Gray, Lee Higginson Trust Com- 
pany; executive committee for two years (to 
fill vacancy): William R. Herlihy, Jr. State 
Street Trust Company; executive committee 
for one year (to fill vacancy): Carlton L. 
Ellison, Day Trust Company. 





The Drovers and Merchants Bank of South 
St. Joseph, Mo., has purchased the Bank of 
Wallace. G. John Hamman, secretary of the 


Paston-Taylor Trust Company of St. Louis, 
Mo., 


has been elected vice-president. 









Capital Undivided Profits, 


Banca Commerciale Italiana............. $750,000 
Boston Safe Deposit and Trust Co........ 2,000,000 
eo 100,000 


I oc Sn dire ai ni tessa eiehel bere 2,500,000 


BN FINE CO, ons. occa cs ccccscees 1,500,000 
Deanery Traet Co. .......ccscsccsccecess 500,000 
Harris Forbes Trust Co................- 500,000 
Jamaica Plain Trust Co................. 200,000 
Kidder Peabody Trust Co............... 500,000 
eee ke ae 500,000 
New England Trust Co................. 1,000,000 
Ce Coenen TANG CO. . 5. osc s cv ccccvivices ,000, 
State Street Trust Co................... 3,000,000 
United States Trust Co..... . 1,400,000 
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CAUSE FOR GRATITUDE 

A sound and rational attitude on the part 
of the average American business man and 
of individuals, will prove a sure guide out 
of this period of business depression, accord- 
ing to John W. Chalfant, vice-president in 
charge of trusts of the Colonial Trust Com- 
pany of Pittsburgh. In an address which 
he prepared as president of the Pennsylvania 
Bankers Association and which was read by 
Clark Hammond, vice-president of the Key- 
stone National Bank of Pittsburgh, owing to 


illness, Mr. Chalfant said: 
“One great ause for gratitude during 


these troublous times is found in the sober 
and sane attitude of the general public 
throughout our entire country and in the 
desire of all our people to make such read- 
justments as are necessary to re-establish 
our economic life upon a firm basis. It is 
realized that nearly all business heretofore 
had been based upon artificialities, both in 
our credit systems and in respect to many 
of our Federal laws, intended to nullify for * 
instance the inevitable law of supply and 
demand. On this account, therefore, a wide- 
spread attitude of doubt is abroad respecting 
further legislation of this general type and 
also respecting the ability of Congress 
through legislation to restore business pros- 
perity. 

“This is an hour when there should be a 
continuance of the exercise of patience on 
the part of all of us. We should be seeking 
to readjust ourselves in such a way that 
there may develop the conviction that hav- 
ing started on a new basis and with a new 
perspective, we can gradually work out our 
salvation.” 


own economic 





The Hibernia Commercial and Savings 
Bank of Portland, Ore., which was closed 
last December, has been reorganized and re- 
cently reopened for business as the Hibernia 
sank. 


Surplus and Assets 
Deposits Trust Dept. 

Dec. 31, 1931 Dec. 31, 1931 Dec. 31, 1931 
$385,679.04 oS Sere ae 
3,798,051.40 20,999,062.38 $219,633,719.62 
251,158.51 ce RT ee 
278,094.24 4,727,619.65 4,776,235.40 
1,005,036.60 2,546,592.80 1,476,606.69 
538,533.33 225,000.00 2,733,244.29 
140,575.14 2,375,617.26 9,568,302.43 
102,611.38 1,250,839.35 106,703.53 
269,953.48 2,531,098.08 13,138,988.89 
784,119.17 8,862,775.94 26,496,457.78 
3,016,786.22 26,087,480.78 125,286,928.71 
5,256,393.40 5,570,759.86 302,490,294.99 
3,744,377.13 53,921,780.19 52,515,374.54 
2,436,380.74 9,598,521.68 12,076,485.82 
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Chicago 
Special Correspondence 


LEGISLATIVE AND POLITICAL 
INTERFERENCE 


Banking judgment in Chicago is almost 
unanimous on the conclusion that the most 
serious obstacle to early business improve- 
ment or recovery is the apprehension caused 
by radical legislative proposals before Con- 
gress which threaten to commit the govern- 
ment to dangerous expedients. Prevailing 
opinion is that while the Glass banking bill 
has been considerably modified the best news 
that could be conveyed at this to the coun- 


try would be a decision by the steering com- 
mittee of the Senate to postpone any action 


on this bill at the current session. The Gold- 
borough bill which seeks to enlist the Fed- 
eral Reserve System and the Treasury in 
the impossible task of regulating commodity 
prices by inflationary means, is another piece 
of errant political philosophy. 

“IT have no faith in such proposal as pro- 
vided in the Goldsborough bill and am un- 
alterably opposed to it,” says George M. Rey- 
nolds, chairman of the board of the Conti- 
nental Illinois Bank & Trust Company. 
“There should be no revolutionary changes in 
our Federal Reserve System, nor should 
there be any radical changing of our cur- 
rency. While these various proposals cause 
industry and finance to sit tight and await 
the outcome, the opinion is spreading that 
the silverites, the inflationists, the bonus ad- 
vocates and the proponents of other theories 
are not able to get together. Word from 
Washington indicates that none of these pro- 
posals will be able to gain enough following 
to be passed over a Presidential veto. Presi- 
dent Hoover can be relied upon to exercise 
the veto power on most of the measures if, 
by any chance, they should be passed by 
Congress.” 

“While 
mand some 


emergency may de- 
legislation, I do not 


the present 
remedial 


COMPANIES 


think that Goldsborough bill would accom- 
plish what is sought,’ says Frederick H. 
Rawson, chairman of the First National 
Bank of Chicago. “It is not possible, in my 
opinion, to regulate automatically the prices 
of commodities by inflation or deflation of 
credit or currency. It would be far better 
to delay any serious changes in our bank- 
ing laws until they can be considered sanely; 
and accomplished, if believed necessary, in 2 
rational manner.” 


ILLINOIS BANKERS ASSOCIATION 
CONVENTION 

Strong protest was registered at the recent 
annual convention of the Illinois Bankers 
Association, held in Springfield, against leg- 
islative proposals advocated at Washington 
which would threaten the existence and au- 
tonomy of the state banking system and of 
independent unit banks. Guarantee of de- 
posit proposals also came in for severe han- 
dling and opposition as well as the plan to 
unify all commercial banking under fed- 
eral supervision. It was emphasized during 
the discussion that banking is correcting it- 
self and that various agencies exist to pro- 
mote sound management as well as to im- 
prove banking by concerted endeavor on the 
part of federal and state banking authorities. 
Definite suggestions were also presented by 
the committee on legislation for revision of 
the Illinois laws governing banking. 

The convention was presided over by the 
retiring president, Paul B. Abt, who was 
praised for his vigorous administration. Sub- 
jects discussed at the first session included 
“Association Activities;”’ “Qualified Bank 
Executives” and the essentials of maintain- 
ing good will toward banks. At the second 
session there was round table discussion as 
to loan policies, public funds, bond account 
and membership in the Federal Reserve. A 
feature of the final session was an address on 
“Lessons from the Depression” by W. F. Gep- 
hart. vice-president of the First National 
Bank of St. Louis. 
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ARTHUR REYNOLDS RETIRES FROM 
CONTINENTAL ILLINOIS 


After an exceptionally active banking ca- 
reer covering a period of forty-four years 
and in order to conserve his health, Arthur 
Reynolds tendered his resignation as chair- 
man of the board of directors of the Conti- 
nental Illinois Bank & ‘Trust Company of 
Chicago, at a recent meeting of the board. 
The resignation was accepted with expres- 
sions of deep regret. George M. Reynolds, 
the brother of Arthur Reynolds, who has 
been serving as chairman of the executive 
committee, was elected chairman of the 
board, an office which he formerly held. 
Stanley Field, who has been serving as chair- 
man of the advisory committee, was elected 
chairman of the executive committee. 

Arthur Reynolds retires from active bank- 
ing at the age of sixty-four. He is planning 
a European trip and upon his return will 
reside in California, where his Arthur 
Reynolds, Jr., now resides, as well as a 
daughter. Mr. Reynolds also retires as chair- 
man of the Continental Illinois Company, the 
bank’s investment subsidiary and of the 
Continental Chicago Corporation. 


son, 


Arthur Reynolds came to Chicago in 1915 
as first vice-president of the Continental and 
Commercial National Bank. He was one 


of the moving factors in the development of 


ARTHUR REYNOLDS 


Who has resigned as Chairman of the Continental Illinois 
Bank & Trust Company 
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the Continental from an institution with de- 
posits of $150,000,000 to its present out- 
standing position. He started his banking 
career in Panora, Ia., later becoming presi- 
dent of the Des Moines National Bank of Des 
Moines, which position he held from 1897 
until he came to Chicago. During his career 
he has held practically every position of im- 
portance in the American Bankers Associa- 
tion and was elected president in 1913. 


President Louis K. Boysen of the Chicago 
Mortgage Bankers Association is advocating 
the creation of a $10,000,000 pool in Chicago 
to prevent real estate bond foreclosures by 
means of loans negotiated on masters’ cer- 
tificates of sale. 

A new bank has been organized in the 
Pullman district of Chicago to take over the 
business of the Pullman Trust & Savings 
Bank with subscribed capital of $300,000, 
surplus of $150,000 and contingent fund of 
$51,000. 

South Side Corporate Fiduciaries Asso- 
ciation of Chicago, recently elected the fol- 
lowing officers: John J. O’Connell, trust offi- 
cer of Hyde Park-Kenwood National Bank, 
president; Arthur H. Tiedemann, trust offi- 
cer of Drexel State Bank, vice-president; 
I). L. Eckert, trust officer of Peoples National 
Bank & Trust Company, secretary. 

Frank Johnston succeeded W. H. 
Drewel as head of the National Trust Bank 
of Charleston, Illinois. 


has 


GEORGE M. REYNOLDS 


Who has been elected Chairman of the Board of the 
Continental Illinois Bank & Trust Company 
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CAUTION AS TO ACCOUNTS OF 
INDIVIDUAL FIDUCIARIES 

Auditor of ‘Public Accounts, Oscar Nelson, 
of the Illinois banking department directs 
attention to some confusion that has been 
manifest in certain quarters regarding ac- 
counts of administrators, guardians, execu- 
tors, ete., held by banks or trust companies. 
He says: “These balances are controlled by 
individuals and have no relation to any trust 
account. Banks cannot accept deposits of 
cash or securities as trustee in connection 
with trust estates without first having quali- 
fied to do a trust business under Section Six 
of the Trust Act. The charter of every state 
bank provides that the institution may ac- 
cept and execute trusts but this franchise is 
regulated by the Trust Act requiring a de- 
posit of securities to protect such trust es- 
tates as are consigned to the trust depart- 
ment of the bank for administration. 

“When an individual opens an account with 
a bank acting as a fiduciary there are certain 
obligations imposed upon the institution ac- 
cepting the deposit. Care should be taken 
to see that checks are properly drawn against 
the account and that the proceeds are not 
deposited to the individual’s account. The 
idea, however, that such an account is in the 
nature of a trust and calls for preference in 
ease of the bank’s liquidation is erroneous.” 

Marshall F. Rush of Central Republic 
Company, Chicago, investment affiliate of 
Central Republic Bank & Trust Company, 
has been presented with a silver loving cup 
by the Debate Society of Chicago Chapter, 
American Institute of Banking, for high hon- 
ors attained in debating work for the 1931- 
1932 season. 

The Chicago Chapter of the American In- 
stitute of Banking, has announced the can- 
didacy of Frank R. Curda, personal trust offi- 
cer of the Centrab Republic Bank & Trust 
Company, for the executive council, the na- 
tional governing body of the Institute. 


ANNUAL MEETING CHICAGO FINANCIAL 
ADVERTISERS 

Fred W. Mathison, assistant vice-president 
of the Security Bank of Chicago, was elected 
president of the Chicago Financial Adver- 
tisers, local chapter of the Financial Adver- 
tisers Association, at the recent annual meet- 
ing. Other officers elected are: First vice- 
president, Samuel Witting; second vice- 
president, Continental Illinois Bank & Trust 
Company; second vice-president, Guy W. 
Cooke, assistant cashier, First National 
Bank; third vice-president, A. E. Bryson, 
vice-president, Halsey, Stuart & Company; 
recording secretary, Ruth H. Gates, adver- 
tising manager, State Bank & Trust Com- 
pany, Evanston; treasurer, Dorothy Trevino, 
advertising manager, Personal Loans & 'Sav- 
ings Bank. Directors elected are: J. F. Gar- 
diner, H. M. Byllesby & Company; Carl A. 
Gode, Continental Illinois Bank & Trust Com- 
pany; R. R. Jeffris, Harris Trust & Savings 
Bank; Chester L. Price, Central Republic 
Bank & Trust Company; E. T. Cunningham, 
Halsey, Stuart & Company; G. Prather 
Knapp, Rand McNally & Company and 
Charles Frye, Chicago Journal of Commerce. 


H. A. Smith of Wilmette, Ill, has been 
made executive vice-president and cashier 
of the new Citizens Bank & Trust Company 
of Waukegan, IIl. 

Arthur Reynolds, who has resigned as 
chairman of the board of directors of the 
Continental Illinois Bank & Trust Company 
of Chicago, Ill., was honored recently with a 
farewell dinner by about forty of the senior 
officers of the bank. 

Frederick H. Rawson, chairman of the 
First National Bank of Chicago, has been 
re-elected a director of the Chicago, Burling- 
ton & Quincy Railroad. 

The Farmers and Merchants State Bank 
of St. Peter, Illinois, and the First National 
Bank of that city have consolidated under 
the title of First ‘State Bank. 
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Boulevard Bridge Bank 

Central Republic Bank & Trust Co... .14,000,000 
*Continental Illinois Bank & Trust Co.75,000,000 
Drovers Trust 350,000 
First Union Trust & First National... .25,000,000 


Mercantile Trust 
Northern Trust 

Peoples Trust & Savings 
West Side Trust 
Woodlawn Trust 


*Includes securities affiliate. 


Surplus and 
Capital Undivided Profits 
Mar. 31, 1932 


Deposits Book 
Mar. 31, 1932 Value Bid 
$10,716,993 207 80 
160,198,332 221 58 
662,254,648 194 ae 
6,097,352 335 175 
597,639,126 290 151 
85,900,074 227 225 
8,693,440 174 80 
85,131,198 368 260 
22,600,540 162 45 
8,804,445 146 75 
4,170,665 170 75 


$514,166 
12,023,590 
70,660,333 
829,840 
43,492,443 
7,625,579 
450,312 
8,061,883 
1,550,713 
469,398 
225,000 


Corrected by F. M. Zeiler & Co., members Chicago Stock Exchange, 929 Rookery Bldg. 















St. Louis 


Special Correspondence 


BETTER BANK MANAGEMENT VERSUS 
LEGISLATIVE REMEDIES 

A vigorous defense of American banking 
conduct during the past two years in com- 
bating unreasoning public hysteria and se- 
vere deflation, was made at the recent con- 
vention of the Missouri Bankers Association, 
held at Excelsior Springs, by the retiring 
president, Charles B. Mudd, cashier of the 
First National Bank of St. Charles, Mo. “I 
rise in defense of our banking structure as 
a whole and our bankers in general,” said 
Mr. Mudd and continued as follows: “While 
our failures appear large in numbers, they 
have not vitally affected the banking re- 
sources of the nation, being only about 2 
per cent of the total. Should we stand con- 
demned because we have been forced by the 
very laws of self-preservation to sacrifice 
credit on the altar of liquidity? Critics have 
charged our bankers with narrow-mindedness 
in loan policies, but do they know that truly 
desirable and safe loans have been scarce? 
Would they have us take undue risks, fur- 
ther complicating the credit structure? Is 
the banker to be blamed for calling loans 
or throwing securities into a depressed mar- 
ket when that was his only recourse to pre- 
pare for withdrawals of a fear-stricken pub- 
lic? 

“Tt is true that there are things here and 
there that need revision or elimination, but I 
believe the proper procedure to accomplish 
this reform is chiefly through better manage- 
ment and not through excessive legislation. 
Legislation cannot make a good banker any 
more than it can make a good doctor or law- 
yer. Just now we are witnessing an attempt 
in Congress to impose upon the banking 
world through the Glass Bill further restric- 
tions and regulations, and still another plan 
is being evolved for nationalization. I want 
to state in no uncertain terms that I am 
opposed to nationalization. I believe now, 
as I always have, in the independent unit 
system of banking which our nation has al- 
ways enjoyed. <A nationalization of our sys- 
tem, in my opinion, would lead to but one 
thing—an extension of branch banking with 
a concentration of the control of national 
credit in a few centers and in the hands 
of a few men with dangerous possibilities 
to our nation as a whole.” 


Carl H. Holekamp has been elected presi- 
dent of the Webster Groves Trust Company 
of Webster Groves, Mo., to succeed Edwin S. 
Healey. 
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“TRUST SERVICE 
EXCLUSIVELY™ 


THE ST. LOUIS UNION TRUST 
COMPANY does not receive de- 
posits. Its entire organization and 
facilities are devoted to one specific 
object: EFFICIENT TRUST 
SERVICE. 


Because of its stability, its experi- 
enced staff of trained Trust Com- 
pany executives, and its capital and 
surplus of $10,000,000.00, the ST. 


LOUIS UNION TRUST COM- 
PANY offers an unexcelled service. 


St. Louis Union Trust Co. 
ST. LOUIS, MO. 
Oldest Trust Company in Missouri 


Affiliated wth First National Bank 





MISSOURI BANKERS CONVENTION 

Missouri bankers sought a few days re- 
lief from the worries of their official duties 
to enjoy the peaceful environs of Excelsior 
Springs in attendance at the 42nd annual 
convention of the Missouri Bankers Associa- 
tion. The assembly also served as occasion 
to listen to instructive and timely addresses 
as well as discussions on broader questions 
of policy and negotiating the exceptional 
problems attending this period of business 
reverse. The keynote was sounded at the 
opening session by President Harry J. Haas 
of the American Bankers Association in dis- 
cussing some of the major and more pressing 
problems confronting bankers.. Another in- 
spiration address was that delivered at the 
second session by Craig B. Hazlewood, vice- 
president of the First National Bank of Chi- 
cago, whose topic was ‘““We Must Rebuild Our 
Business—But With a New Plan.” He placed 
the emphasis on internal management policies 
and cooperative effort rather than reliance 
upon legislature formula. 

Other outstanding papers at the conven- 
tion were by Carl W. Allendorfer, vice-presi- 
dent, First National Bank of Kansas City 
on “A Bank’s Bond Account;” Benjamin H. 
Charles of the St. Louis Bar on “Present 
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Trend of Municipal Financing ;’ D. Howard 
Doane of St. Louis, on ‘““The Banker’s Oppor- 
tunity During Present Agricultural Condi- 
tions.” Valuable reports were presented by 
committees on taxation, analysis and service 
charge and county organization. Particu- 
larly interesting has been the work conducted 
by the committee on education and public re- 
lations, headed by G. V. Kenton of the Mer- 
cantile-Commerce Bank and Trust Company. 
The customary open forum was conducted by 
William M. Martin, governor of the St. Louis 
Federal Reserve Bank with subjects relating 
especially to real estate loans, material al- 
terations and preparedness. 


PROTECTING SAVINGS ACCOUNTS FROM 
UNWARRANTED PRESSURE 

William McChesney Martin, governor of 
the Federal Reserve Bank of St. Louis makes 
an interesting suggestion for protection of 
savings department accounts which are the 
first to encounter the impact of distress de- 
mands or attack. He says: “Would it not 
be wise for savings institutions to work out 
some uniform practice which would not have 
to be changed under any conditions? It is 
getting to be the usual practice through the 


country for the commercial department of a 
bank to make a monthly charge on balances 
when they fall below a given amount. In 


some of the smaller cities the minimum 
amount is $50 and in others $100 or $200. 
As a natural result of this in a given city the 
citizen who is not certain of being able to 
keep the minimum balance in a checking ac- 
count carries his money in a savings account. 

“The suggestion is therefore offered that in 
a city, say, having a required $200 minimum 
balance in a checking account, a depositor 
in a savings account could not withdraw in 
any one month more than $200 without giving 
the required notice. This requirement in 
order to be effective would have to be rigidly 
adhered to in good times as well as bad 
times, and in order to maintain the status 
of a time deposit such savings contract would 
have to allow the bank the privilege of re- 
quiring notice on even a $200 withdrawal per 


Capital 
$3,400,000 
2,000,000 
1,000,000 
2,000,000 
1,000,000 


American Security & Trust Co 
Munsey Trust Co 

National Savings & Trust Co 
Union Trust Co 

Washington Loan & Trust Co 


Figures furnished by The Washington Loan & Trust Co. 
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month, the tacit understanding, however, 
being that the bank would never require it. 
This would enable the small depositor to 
withdraw the actual cash that he needs for 
his demands in the month, and it should not 
cause any particular embarrassment to the 
large depositor in a savings account, who is 
there, as a rule, on account of the interesr 
he is receiving.” 


PRESIDENT OF ST. LOUIS CHAPTER, 
A. I. B. 


John J. Lackey of the Mercantile-Com- 
merce Bank and Trust Company has been 
elected president of the St. Louis Chapter of 
the American Institute of Banking. Al. J. 
Dill, Gravois Bank, is first vice-president; F. 
J. Beilmann, Mississippi Valley Trust Com- 
pany second vice-president, and Samuel 
Story, Mercantile-Commerce Bank and Trust 
Company, treasurer. Wade B. Auld, A. F. 
Soettcher, E. W. Kubik, Edward Schaback, 
Dewey Shea, Edward M. Layton, Walter 
Nentwig and Miss Minnie Smith are the 
newly elected members of the Board of Gov- 
ernors. 


The First National Bank of St. Louis re- 
cently opened to the public two new safe de- 
posit vaults containing 15,000 boxes, bringing 
the total capacity of the vaults to 25,000 
boxes. The bank also installed twenty-five 
new coupon rooms, making a total of more 
than 100 compartments. 

William H. Glaskin, aged seventy, assistant 
cashier of the Commerce Trust Company of 
Kansas City, Missouri, died recently. 

Fred J. Paro, vice-president, and Walter I. 
Rehfeld, assistant vice-president, represented 
the Mercantile-Commerce Bank & Trust Com- 
pany of St. Louis at the recent annual con- 
vention of the Louisiana Bankers Association 
held in Baton Rouge. 

William G. Morgan, a member of the board 
of directors of the University City Bank & 
Trust Company of University City, Mo., for 
the past eight years was elected president of 
the bank to succeed the late Luther T. Ward. 


CONDITION OF WASHINGTON, (D. C.) TRUST COMPANIES 


Surplus and 
Undivided 
Profits, 
March 31, 1932 
$ 


Deposits, 
March 31, 1932 
$31,711,962.43 

4,503,641.61 
13,970,545.17 
8,970,562.58 
16,993 ,646.31 


Bid Asked 
299 315 
100 + 160 
375 400 
191 200 
400 440 


Par 
100 
100 
100 
100 
100 
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Cleveland 


Special Correspondence 
LEGISLATIVE RELIEF FOR CLOSED BANKS 


A survey of banking experiences in Ohio 
during the past two years made by the Su- 
perintendent of Banks, Ira J. Fulton, dis- 
closes that with but few exceptions the clos- 
ing of banks in this state was caused, not by 
bad management, but by fear and hysteria 
arising from unfounded reports. Many 
banks, forced to close their doors by heavy 
withdrawals, actually possessed excess of as- 
over liabilities. In view of this situa- 
tion the Governor of Ohio recently called a 
special the legislature to enact 
emergency legislation which will not only 
enable the state banking department to pay 
larger dividends to depositors of closed banks 
but which will expedite pending plans for 
reorganization and the reopening of a large 
proportion of closed banks. 

The special session call was rendered nec- 
essary because of a ruling by the Attorney 
General that under the laws of Ohio the 
Superintendent of Banks is without authority 
to borrow money on the assets of a defunct 
bank in order to pay dividends to depositors 
or general creditors, nor has he authority to 
negotiate a loan pledging the 
bank to aid in reorganization or re- 
opening of a bank, although this might be 
done by directors and officers. 

This lack of loaning authority has added 
to the distress of bank depositors and mili- 
tated against plans for reopening because of 
a decision made in April by the Reconstruc- 
tion Finance Corporation that loan applica- 
tions from receivers and liquidating agents 
of closed banks would be received only from 
With laws authorizing receivers to 
borrow money and pledge assets. Numerous 
reopenings have been held up in various com- 
munities of the state because of the absence 
of such aid extending to Ohio banks their 
Share in the loans available through the 
Reconstruction Finance Corporation. The 
state banking department of Ohio now has 
charge of about 140 banks that have been 
closed and with funds involving over $200.- 
000,000. 


sets 


session of 


assets of a 


closed 


states 


IMPROVED OHIO BANKING STATUTES 

At the approaching annual convention of 
the Ohio Bankers Association special atten- 
tion will be given to the revision of Ohio 
banking statutes which will enable the state 
banking authorities to deal more effectively 
with situations such as have been witnessed 
during the past few years where many sol- 
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vent banks have been compelled to ask the 
department to take over assets for liquida- 
tion. There is no intention of securing enact- 
ment of radical laws, such as guarantee of 
deposits or other legislation that has proven 
specious and impracticable. The best talent 
among bankers will be enlisted to formulate 
amendments that will protect banks and the 
public. Changing conditions also call for new 
methods of supervision. The movement has 
the active cooperation of the division of 
banks of the state. 


SECURITY FOR PUBLIC FUNDS 

One of the most perplexing problems faced 
by Ohio bankers during the past year was 
the giving of security for public funds of 
various types. Surety companies ruthlessly 
canceled depository bonds at every oppor- 
tunity and banks which had pledged bonds 
and securities with treasurers of political 
sub-divisions in guaranty of their deposits, 
faced uncertain conditions with large por; 
tions of their choicest and most liquid assets 
not immediately available. This situation 
was met when the attorney general issued an 
opinion to the effect that first mortgages un- 
der certain restrictions might be pledged by 
banks in security of the deposits of counties, 
municipalities and school districts. 


The headquarters office of the Ohio Bank- 
ers Association immediately made every effort 
to see that all member banks were informed 
as to the procedure necessary to use mort- 
gages for this purpose and to give help in 
making the acceptance of these mortgages by 


the authorities of the various subdivisions 
effective throughout the state. The result of 
this effort was the use of many millions of 
dollars of first mortgages as security for 
public funds, thus freeing many banks from 
the difficulty otherwise involved in the can- 
cellation of depository bonds. 


NEW CITIZENS TRUST COMPANY OF 
TOLEDO 

Many new accounts were opened during 
the first business day of the new Citizen’s 
Trust Company of Toledo, O. The new insti- 
tution started off with a deposit of $828,000 
from the State Banking Department to be 
applied to the payment of the depositors of 
the old Commercial bank. Louis H. Hart- 
man, the president, has associated with him 
as vice-presidents William H. Yeasting and 
Edward Kirschner. Fred E. Stewart is see- 
retary and Seymour H. Hoff is treasurer. 
The bank was formed by many depositors of 
the Ohio and Commercial banks who pledged 
their fullest cooperation. 
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COMMERCE GUARDIAN BANK OF 
TOLEDO, OHIO 

The Commerce Guardian Bank of Toledo, 
O., which represents reorganization of the 
Commerce Guardian Trust & Savings Bank, 
is progressing favorably. The loyalty shown 
by depositors and others is evidenced in the 
increase of deposits. Trust accounts are also 
coming back through arrangements of the 
state banking department. The latest finan- 
cial statement shows resources of $6,310,986; 
deposits, $5,304,288; capital, $500,000; sur- 
plus, $250,000 and reserve fund of $234,340. 

The bank is headed by Dean Higgins, of 
Dean Higgins & Company, as president. E. G. 
Kirby is vice-president and B. E. Emery, 
vice-president and trust officer with H. P. 
Caves, secretary and treasurer and L. C. 
Ruth and W. L. Lamb as assistant secretary- 
treasurers. 


OHIO BREVITIES 

Leading banks and trust companies have 
reduced their annual dividend rates on capi- 
tal stock to uniform rate of 8 per cent. This 
action was taken to bring enhancement of 
surplus. 

The Cleveland Chapter of the American 
Institute of Banking recently celebrated its 
thirtieth anniversary. Among the guests of 


honor was Henry J. Mergler, national presi- 
dent of the Institute and assistant treasurer 
of the Fifth Third Union Trust Company of 
Cincinnati. 


I. I. Sperling, assistant vice-president of 
the Cleveland Trust Company is in charge 
of program arrangements for the coming an- 
nual convention of the National Financial 
Advertisers Association to be held in Chi- 
cago, September 12th-15th. “Looking Ahead 
with Finance” will be the keynote theme 
of the convention. 

The Dollar Savings & Trust Company of 
Youngstown, O., which was closed October 
15th, reopened for business on May 18th with 
Myron E. Dennison as president and capital 
of $1,250,000. Carl Ullman is executive vice- 
president and trust officer. 

The Fifth Third Union Trust Company of 
Cincinnati, reports resources of $89,676,000: 
deposits, $77,596,000; capital, $5,000,000; sur- 
plus and undivided profits, $6,770,582. 

Harry Ross Jones, a leading industrialist, 
will be president of the George D. Harter 
Bank of Canton, O., when reopening plans 
are completed. 

Robert C. Dunn, former vice-president and 
trust office of the Ohio Savings Bank & ‘Trust 
Company of Toledo, O., has been elected vice- 
president of the Winters National Bank of 
Dayton in charge of the trust department. 
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OHIO “UNKNOWN DEPOSITORS” LAW 
INVALID 

The State Supreme Court of Ohio, in af- 
firming a decision of the Cuyahoga County 
Courts, has held invalid the Ohio “unknown 
depositors” law under which deposits un- 
claimed after a specified number of years 
had to be turned into county treasuries. The 
Supreme Court held that a depositor’s failure 
to claim his deposit within a specified time 
is not proof that the deposit is not to be 
claimed. 


Arthur C. Weber has been made head of 
trust department affairs of the Ohio Savings 
Bank & Trust Company. 


The Attorney-General of Ohio has approved 
plans for the reorganization and reopening 
of the Union Trust Company of Dayton. 

Edward C. Kehr has been elected president 
of the Cleveland Trust Club composed of 
employees of the Cleveland Trust Company. 


Statement of the Ownership, Management 
Circulation, etc., required by the Act 
of Congress of August 24, 1912, of 
TRUST COMPANIES, Published 
Monthly at New York, N. Y., for 
April 1, 1932 


State of New York ss. 
County of New York § 


Before me, a Notary Public in and for the 
State and County aforesaid, personally appeared 
Christian A. Luhnow who, having been duly sworn 
according to law, deposes and says that he is the 
Publisher of TRUST COMPANIES and that the 
following is, to the best of his knowledge and 
belief, a true statement of the ownership, manage- 
ment (and if a daily paper, the circulation), etc., 
of the aforesaid publication for the date shown 
in the above caption, required by the Act of 
August 24, 1912, embodied in section 411, Postal 
Laws and Regulations, printed on the reverse of 
this form, to wit: 


1. That the names and addresses of the pub- 
lisher, editor, managing editor, and _ business 
managers, are: 

Publisher, Christian A. Luhnow, 55 Liberty St.,* 

New York City, N. Y. 

Editor, Christian A. Luhnow, 55 Liberty St.,* 

New York City, N. Y. 

Business Manager, C. D. House, 55 Liberty St.,* 

New York City, N. Y. 

2. That the owner is 
Christian A. Luhnow, 55 Liberty St.,* New York 

City, N. Y., Sole Owner. 

3. That the known bondholders, mortgagees, 
and other security holders owning or holding 
1 per cent or more of total amount of bonds, mort- 
gages, or other securities are: None. 

CHRISTIAN A. LUHNOw, Publisher 


Sworn to and subscribed before me this 28th day 
of March, 1932. 
[Seal] HARVEY ROSENTHAL 
Notary Public 
Bronx County No. 69, 


Commission expires March 30, 1933 


*Address now Two Rector Street 
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OPPOSITION GROWS TO PROPOSED 
“TRUST DEED REFORM” 

Professional and business as well as real 
estate interests are uniting with trust com- 
pany representatives in voicing opposition 
to the proposed “trust deed’”’ reform which in 
substance would abolish the trust deed and 
through initiative measure on the 1932 ballot 
requiring that a trust deed should be fore- 
closed in court and that there should be a 
year’s equity of redemption. If such legis- 
lation should be enacted it would be difficult 
to ascertain any difference between a trust 
deed and a mortgage. The Lawyers Club 
of Los Angeles is behind the proposed change. 

Increasing opposition to the “reform” is 
shown by the recent action of the California 
Real Estate Association, the directors of 
which have adopted a resolution opposing 
the initiative measure. In part the resolu- 
tion reads: 

“Although the California Real Estate As- 
sociation is in favor of certain modifications 
in the law pertaining to trust deeds, mort- 
gages and other encumbrances against real 
property and their methods of foreclosure, it 
is firmly of the opinion that foreclosure by 
action in court in the great majority of 
cases where no defense is alleged is a need- 
lessly expensive and cumbersome method 
which benefits neither party. 

“Now therefore, be it resolved that the 
Board of Directors of the California Real 
Estate Association goes on record as oppos- 
ing any initiative measure regarding the 
change in our present laws regarding trust 
deeds, mortgages, or other liens on real prop- 
erty.” 

The resolution points out that the ideas 
expressed have been approved by the Ameri- 
ean Bar Association, the American Title As- 
sociation and the National Association of 
Real Estate Boards, 


OBTAINING NEW BUSINESS FOR TRUST 
DEPARTMENT 


The Security-First National Bank of Los 
Angeles, which is understood to have the 
largest volume of trust funds under adminis- 
tration among the banks and trust companies 
of the Pacific Coast states, has a well-defined 
program of conducting new business for the 
trust department. The first principle is that 
of making direct contact which is observed 
at the main as well as the numerous branch 
offices of the bank. Officers are enlisted to 
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cultivate trust business with elderly and 
wealthy customers. Through the escrow de- 
partment business transactions bring discus- 
sions about property affairs in which cus- 
tomers are often interested in conferring 
with trust officers about their estate plans. 

New contacts are provided through the 
activities of the safe deposit department, the 
savings and commercial account departments 
and in securing new deposit accounts. Loan- 
ing officers are also enlisted to pave the way 
for trust counsellors. Another prolific source 
of new business comes through the lawyers 
with whom it is the policy of the bank to 
maintain cordial and cooperative relations. 


DOMESTIC TRADE OF PRIME 
IMPORTANCE 
In an analysis of general business and eco- 
nomic conditions, Henry M. Robinson, chair- 
man of the Security-First National Bank of 
Los Angeles, speaks of the relative value of 
foreign and domestic trade. He says: “We 


must not adopt a policy of isolation, but we 


must not overestimate the importance of 
our foreign business, nor give too great 
weight to the international debts nor to the 
foreign situation generally. It should be re- 
membered that the percentage of our business 
turnover which can be classified as foreign 
is comparatively small, estimated at some 10 
per cent, and of that percentage, it is esti- 
mated that one-half will in any event con- 
tinue, as it is composed of materials and 
products which the rest of the world must 
have, Therefore, it would seem that if we 
should tend to our own business, with the 
resources that we have, we should be the 
nation to lead the way out of the difficulties 
in which the world finds itself.” 


LOS ANGELES BREVITIES 

Frederick R. Behrends, vice-president of 
the California Trust Company of Los An- 
geles, is preparing an unusually interesting 
program for the Tenth Regional Pacific 
Coast Trust Conference to be held in Los 
Angeles, September 29th to October 1st, inclu- 
sive. Mr. Behrends is head of the program 
committee. 

Total savings deposits in Los Angeles 
banks and trust companies approximate 
$591,000,000, which is equal to one-fourth of 
the total savings deposits in California. 

James P. Normandy has been elected a 
vice-president of the Los Angeles office of 
the Bank of America National Trust and 
Savings. The West Side State Bank of Los 
Angeles has been purchased by the Bank of 
America and will be operated as a branch. 
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HOW BANKS MAY AID TO RESTORE 
NATION 


With emergency measures for the most 
part falling short of their purpose and with 
legislators chasing each other round circles, 
a movement has been started in California 
which is deserving of nationwide interest as 
embodying perhaps the most practical plan 
yet launched for bringing the country back 
to poise and better times. The plan is that 
promoted by the big Bank of America of 
California, enlisting an army of 208,000 of- 
ficers, directors, stockholders and employees 
of this organization. Back of the idea is 
the vigor and optimism of the great leader of 
the Bank of America, A. P. Giannini, and 
evidencing that his “come-back”’ as head of 
the Bank of America is genuine and a factor 
of prime importance to California banking, 
business and other varied interests. 

Essentially this particular brand of “de- 
pression” in the United States must be dis- 
tinguished from all other visitations because 
it is chiefly psychological in character and 
resistance. To deal with the situation there- 
fore demands appeal along psychological 
lines, not as a fine gesture, but to the com- 
mon-sense and self-interest of the average 
man. That is precisely the germ of the 
*“Back-to-Good-Times” campaign which has 
now heen conducted for over a month by the 
Bank of America with appreciable results. 
“Direct action’ is secured by emphasizing 
the folly of hoarding capital or deposits and 
the great impetus that is given to every 
branch of business by putting idle dollars 
back to work. The message is carried on by 
big newspaper display advertisements in 
newspaners of communities, large and small, 
by folders, billboard advertising, street and 
railroad cards, lobby displays and other me- 
diums of reaching public attention, including 
series of radio talks and expressions from 
foremost personalities in California business, 
industrial, educational and civic life. 

Banks of various communities throughout 
the nation may well follow the Giannini ex- 
ample in their respective home-cities and 
towns. Half-hearted campaigns and stereo- 
typed methods will not avail much. Each 
community must build its campaign on its 
own peculiar conditions and opportunities for 
improvement. There is nothing half-hearted 
about the movement conducted by the Bank 
of America and which is characterized by 
Mr. Giannini in words such as the following: 

“California is the place and now is the 
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propitious time to start the wheels of prog- 
ress and prosperity moving forward again. 
We are approaching a new era of prosperity, 
and California, with its enlightened and en- 
terprising people, made up of splendid citi- 
zens of every state of the Union and of every 
leading country, knows how to lead the way 
courageously and constructively and utilize 
unequaled opportunities and develop un- 
rivaled resources.” 


BANK MERGER RUMORED IN 
SAN FRANCISCO 

Negotiations are said to be in progress to 
bring about the consolidation in San Fran- 
cisco of the Anglo and London-Paris Na- 
tional Bank with the Anglo-California Trust 
Company, both banks being known as “Fleish- 
hacker banks.’ Mortimer Fleishhacker is 
president of the Anglo-California Trust Com- 
pany, which has on its board of directors, 
Herbert Fleishhacker, president of the Anglo 
and London-Paris National. The combined 
resources of the two banks approximate 
$257,000.000 with deposits of $183,000,000. 


CALIFORNIA BREVITIES 

The Wells Fargo Bank & Union Trust Com- 
pany of San Francisco recently celebrated 
the anniversary of the existence of the bank. 

The Associated Transamerica Stockholders, 
the organization that brought control of the 
Transamerica Corporation back to A. P, Gi- 
annini, has been incorporated to serve as a 
clearing house for cooperative development. 

Announcement has been made that the 
Transamerica Corporation will retain its con- 
trolling stock in the First National Bank of 
Portland, Ore. 

William W. Crocker, vice-president of the 
Crocker First National Bank of San Fran- 
cisco, has been elected to the directorate of 
the Pacific Lighting Corporation. 

R. D. Brigham, vice-president of the Anglo- 
California Trust Company, has been elected 
head of the San Francisco group of the Cali- 
fornia Bankers Association. 

Arthur G. Porter has been appointed trust 
officer of the First National Trust & Savings 
Bank of Fullerton, Cal. 

BE. V. Krick of the American Trust Com- 
pany of San Francisco, is chairman of the 
general committee in charge of arrangements 
for the annual convention of the California 
Bankers Association, being held in San Fran- 
cisco, May 26th-28th. 

California stands foremost among the 
states as regards per capita sales, according 
to a study made by the Bank of America of 
California. 





